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PREFACE 


“WRITING a book is an adventure,” Sir Winston Churchill once 
said. “To begin with, it is a joy and an amusement. Then it becomes 
a mistress. And then it becomes a master. Then it becomes a tyrant 
and in the last pliase, when you are reconciled to your servitude, 
you kill the monster.” 

This volume was begun several years ago as a modest inquiry 
into the international aspects of Japan’s economic growth in modern 
times. It was to have two jmrposes. One was to show the importance 
to Japan of the international order which her militarists had done 
so much to destroy, and which would have to be recreated in its 
essentials if she were again to prosper. The other was to challenge 
a notion prevalent in books about Japan — the notion that her 
economic development since the Meiji Restoration had been con- 
fined mainly within the sphere of foreign trade and factory in- 
dustry, that its benefits had been largely drained away in iihperialist 
wars and zaibatsu profits, and that otherwise it had little substance. 
New evidence had lately become available, and new tools of economic 
analysis. It seemed that the nature and significance of Japan’s 
cidry into the world economy could now be given a fresh and more 
authentic interpretation. 

In some degree, I trust, these purposes are served by the volume 
as it finally appears. Before it was completed, how^ever, it had 
broadened into a study of the wdiolc process of Japan’s economic 
growth from 1808 to 1938. Initially I should hardly have dared 
undertake such a work, yjarticularly in view of my limited access 
to tin immense body of Japanese literature in the field. But Japan’s 
expanding economic relations overseas were of course intimately 
associated with all aspects of her economic modernization and struc- 
liiral change. And tlie sources available failed to provide satis- 
factory answers, especially quantitative answers, to basic questions 
about this growth process. Step by step, therefore, I became in- 
volved in the Inxrassing perplexities of Japanese statistics bearing on 
the ex])ansion of national output, markets and technological change, 
capital formation, and otlier aspects of development. These matters 
in turn raised absorbing questions concerning the dynamics of 
growth, particularly the role of the State and the nature of Japanese 
business enterprise. 

The resulting study, it is hoped, will help to illuminate the wuder 
perspectives of Japan’s remarkable industrialization over half a 
century. The first two chayders chronicle the history of the period, 
]>rimarily for readers little acquainted with modern Japan. Chapter 
3 attempts to establish the over-all dimensions of growth in the 
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economy — an impressive record of achievement. The remainder of 
the volume takes up the chief elements in the development process, 
and the conditions shaping the direction and rate of change. These 
chapters call into question a number of opinions about Japan that 
have long circulated with little challenge. Others they confirm. And 
at still other points they are inconclusive, pointing to matters that 
require more intensive study. Of the various shortcomings of the 
analysis, I regret most keenly the fact that the impersonal statistics 
ivhich crowd its pages fail entirely to convoy a sense of the liuman 
aspirations, the personal leadership, the toil and learning and sacri- 
fice which built the Japanese economy. 

Japan’s economic development after 18(>8 brought an unfolding 
of productive pow'ers thus far unique in the annals of Asia. A long 
wave of expansion, sustained by the inflow of technology from the 
West, persisted for nearly seventy years until shattered by a cata- 
strophic war. The devastation of that war, and the new circumstances 
to which it has given rise, justify treatment of the prewar decades as 
a separate era. Yet both the achievements and the shortcomings 
of this transition to industrialism have a continuing significance 
for the Japanese toda}^ as they painfully rebuild their economic 
life. 

The experience of Japan also contains lessons for nations of Asin 
still only on the threshold of economic development. These lessons 
have been too much neglected, in their constructive aspect, perhaps 
because the w’ell-known militaristic and plutocratic features of 
prewar Japanese society suggest that Ja]>an’s pattern of growth 
is more to be guarded against than emulated. With all the con- 
trasts between Japan and her neighbors, they can learn more from 
her in many fields than from any AVestern nation. It is hoped tliat 
this volume w’ill draw her experience n'ore directly into the study 
and planning of economic development in Asia — “the great un 
finished business of the Industrial Revolution.” 

Turning to more personal matters, I confront a long list of obli- 
gations to persons who have encouraged this study. For financial 
assistance and working opportunity I owe much to the Rockefeller 
Foundation, as well as to Princeton T^niversity, ]mrticuhu*ly its 
University Research Committee and the Woodrow Wilson School of 
Public and International Affairs. Here I must ex])ress my gratitude 
especially to Dr. Joseph H. Willits and Mr. Roger F. F'^vans, of 
the Foundation ; and to Professor Dana G. Miinro, Professor Harold 
H. Sprout, and Dean J. Douglas Brown, of the University. Like 
so manv students of Far Eastern affairs over the past t wen tv vears, 
I am also greatly indebted to Mr. William L. Holland, of the In- 
stitute of Pacific Relations, both for his personal advice and for a 



1* R E r A C E 


tx 


summer’s research grant from the Institute. Others who have assisted 
in one way or another include Professors Abbott Payson Usher and 
Alexander Gerschenkron, of Harvard University; Professor Klaus 
Knorr, my colleague at Princeton ; Sir George Sansom, of Columbia 
University; Mr. Harry Oshima, of the United Nations Secretariat; 
and, not least, Miss Dorothea Zyfers of the Woodrow Wilson 
School. The text of this volume further acknowledges, again in- 
adequately, the many Japanese and Western scholars upon w'hose 
work I have drawn so freely. 

WILEIAM W. EOCKWOOD 


Woodrow Wilson School of Public 
and International Affairs 
Pnnccton Unixersity 
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CHAPTER 1 


FOUNDATIONS OF INDUSTRIALISM; 
THE MEIJI ERA 

The Restoration Background 

THE speed with which Japan emerged from quasi feudalism to be- 
come a modern state w’ith a large sector of its economy organized 
along industrial, capitalistic lines is in striking contrast to the cen- 
turies of evolutionary growth characterizing the process in the 
West. 

In Europe capitalistic production had its origins in the late Mid- 
dle Ages. In England, for example, it can be traced back to the 
growth of exports of wool and w^ool manufactures as early as the 
thirteenth and fourteenth centuries. Foreign trade stimulated the 
rise of the merchant-employer system of industry under the leader- 
ship of merchant guilds. Gradually there developed in Western 
Europe new modes of economic organization, e.g., wholesale trade, 
improvements in banking and transport, commercial accounting, 
the domestic system of manufacture and later the factory. These 
interrelated changes were associated with other expansive in- 
fluences which slowly undermined the old, localistic order. Of 
primary importance was the w'idening of markets for staple manu- 
factures. The growing requirements of armies and navies, the 
spread of colonization and conquest, the growth of population and 
cities — all played their part. So, too, did the progress of mechan- 
ical invention, especially in the utilization of iron and new sources 
of power. By the nineteenth century the factory, with its organiza- 
tion of labor and power machinery in a single coordinated process, 
was firmly established in England. More slowly it spread across the 
Continent, fostered by the growing power of the merchant-industri- 
alist class allied with the new national states in their competitive 
struggle for supremacy. 

By comj)arison, Japan as recently as the early nineteenth century 
remained in a stage of economic development hardly more advanced 
than that of Western Europe in the late Middle Ages. Of her 28 
to 30 million people the (nerwhelming majority were unfree, pov- 
erty-stricken peasants. They lived mostly in self-sufficient rural 
villages. The foundation of the economy and chief source of wealth 
was the cultivation of rice, carried on by primitive methods little 
changed over the centuries. 

This agrarian base supported an aristocratic ruling hierarchy of 
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some 270 territorial lords {daimyo) and the warrior class {samurai). 
The former had long held feudal sway in their territorial fiefs, 
while acknowledging nominal allegiance to the emperor in Kyoto. 
Since 1603, however, they had been actually under the dominance 
of one of the great military families, the Tokugawa, at Edo 
(Tokyo). Some 40% or more of the peasants’ produce was annually 
appropriated by the daimyd and the shogun (the hereditary Toku- 
gawa dictator) for the support of themselves and a vast army of 
vassals and retainers numbering upwards of 2 million. The re- 
mainder barely sufficed to sustain the population at its existing 
level. An earlier growth in numbers, associated with an expansion 
of the cultivated area in the seventeenth century, had been arrested, 
despite the persistence of high fertility patterns. Thereafter a pre- 
carious equilibrium between population and food supply was main- 
tained only by famine, disease, abortion, infanticide, i.e., by opera- 
tion of all the Malthusian checks save war. 

Accompanying the growth of cities in the seventeenth and eight- 
eenth centuries, and fostered by the peace and unity of Tokugawa 
rule, was a considerable development of manufacturing, mining, and 
interregional trade. The home industry of farm households came 
to be supplemented by workshop production organized under clan 
monopolies or craft guilds.' But industrial output continued to be 
essentially handicraft in character. And the artisans and trades- 
men remained an inferior class without political rights or social 
status. Manufacturing was dispersed through rural villages or con- 
centrated in castle towns and centers like Edo and Osaka where it 
served the wants of the aristocrats. Trade was predominantly a 
movement of rice from country to city, mostly in payment of feudal 
dues. There was only limited exchange of industrial projlucts. 
Mainly these were luxury items. Commerce remained crippled by 
manifold political restrictions and regulations, including an almost 
complete ban on foreign intercourse.^ Phroiigh strict controls over 

1 After 1800 silk textiles, sake, rapcsreil oil, cotton cloth, candles, seaweed, etc. 
were produced on an increaslnc; scale ip various repions of .Japan for the conirnercial 
markets of Edo, Osaka, and Kyoto. Uy this time Edo already boasted a population 
of over 1 million. However, like other Asiatic cities of its time, it was a vast 
agglomeration of people rather than a highly speciali/.cd and coordinated organiza- 
tion of labor such as the urban metropolis of today presents. See Eijiro Hon jo. 
Social and Economic History of Japan, Kyoto, 1935, pp. 75-70; also Tukao Tsuchiya, 
An Economic History of Japan, Tokyo, 1937, pp. 175-86. 

2 In 1640 all foreign trade and foreign contacts were excluded from Japan exce]it 
at Nagasaki, w'here a few Dutchmen and Chinese were allowed to remain under 
rigid supervision. The death penalty was prescribed for any Japanese atteinjiting 
to leave or return to his country, and the construction of ocean-going vessels (i.e., 
those of more than 500-A:o/f« capacity) was forbidden. It is interesting to speculate 
on the different course which developments in Japan might have taken had the 
extensive foreign intercourse of the sixteenth century been allowed to expand, in- 
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travel and trade, as well as over freedom of occupation and enter- 
prise, the Tokugawa regime sought to suppress the growth of any 
new forces which might threaten the feudal-agrarian foundations 
of the state. 

“This late feudalism,” writes E. Herbert Norman, “represents 
one of the most conscious attempts in history to freeze society in a 
rigid hierarchical mold.’” Significantly, nevertheless, it served only 
to stunt and not to stifle the advances in technology and commerce 
which had received their first sharp impulse in the turbulent fifteenth 
and sixteenth centuries.' Already by 1750 and even earlier the 
institutions of agrarian feudalism were heavily qualified. The eco- 
nomic disorder of the next 100 years itself testifies to this fact. 
Much of it can be attributed simply to the ineptness of an archaic 
military dictatorship in dealing \^ith the resulting problems of 
])opulati()n growth, currency, debt, and taxation. Only when Japan’s 
industrialization in the twentieth century is seen as a projection of 
these earlier trends, now accelerated by the opening of the country 
to Western influence, can its speed and its technical achievements 
be understood. 

The Decay of Feudalism.^ 1 l\w modernization of Japan after 
1808 has been likened to the bursting of a dam. It w'as the more 
violent because it brought the release of long-pont-up forces. 

In part these ]iressures were economic in character. The latter 
half of the Tokugawa }M*riod, from the early eighteenth century 
onwards, resembled in certain respects the situation which had re- 
curred periodically in the long history of Japan and other Oriental 
countries. Consumption requirements expanded beyond the inelastic 
limits of a backward and exploitative agrarian society, ns a result 
of population growth and tlie insatiable demands of a parasitic rul- 
ing caste. ^ Production and distribution within the traditional frame- 
work also became subject to violent disturbances arising from the 
mismanagement of public finance. From 1750 on the Shogunate 
was in almost constant financial difficulty. It sought escape by 
heavier taxes, borrowing, and disorderly debasements of the cur- 
rency. I?i lesser degree this was true of many daimyd, who tried in 
turn to solve their ])rohlcms at the expense of the samnrai and 
peasantry. These circumstances shar])ened the struggle among con- 

.stend tif brinp .stifled, for tl)e nc\t 200 years. The commerrial and capital i.stic evolu- 
tion of the old agrarian rcononiv’ would certainly have been accelerated; on the 
other hand, Japan mipht not have succeeded as well as she did in c.scapinfr the 
im]»erinlist controls which the Western powers fastened upon most other Far East- 
ern peoples, during the eiphtcenth and nineteenth centuries. 

^Japan’s Emrrqrncc av n Modern State^ New York, 1940, p. 12. 

< See CJ. B. Sansom, Japan, A Short Cultural History^ New York, 1943, p. 307; 
James Murdoch, A History of ./ripan, vol. in, I.ondon, 1926, pp. 201-07. 
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tending classes to either maintain or improve their positions. Alone 
they might have led to nothing more than a redistribution of po- 
litical power along traditional lines. This time, however, new and 
revolutionary forces were at work within the country. The tradi- 
tional institutions of Japanese feudalism were progressively under- 
mined at the foundations by the slow growth of a commercial econ- 
omy, and the rise of a new and ambitious class of merchants and 
townspeople. 

As in Europe, the old self-contained barter economy, and the 
rigid pattern of class relations associated with it, gradually crumbled 
under these mercantile influences. The samurai^ a rentier caste, be- 
came progressively impoverished and indebted to the merchants 
{chonin) as their rice stipends proved inadequate to meet increasing 
money requirements. Attempts to extract larger revenues from the 
peasants only intensified the difficulties of the latter, who likewise 
found themselves exposed to the insecurity of a growing money 
economy. Currency debasement and crop variations brought wide 
fluctuations in the price of rice, the one crop that was the precarious 
base of the economy. To these uncertainties the manipulations of 
merchant speculators further contributed, now injuring the farmer 
and now the city consumer. 

The chonin^ though expanding their wealth and influence at the- 
expense of the samurai^ chafed under multifarious feudal restric- 
tions on initiative and opportunity. These included restrictions on 
the transfer of land, on foreign trade, on improvements in internal 
transport, and on the manufacture of certain goods. Most irksome 
was the subordinate social status to which they were confined by an 
arrogant military aristocracy. Progressive clans also sought to 
expand their revenues through promotion of new manufactures and 
of trade. Here developed a new breeding ground for mercantilist 
ambition. The energetic young sarnwrat-bureaucrats who pioneered 
this development began to display a new spii^t of capitalistic enter- 
prise which could only find full expression through a break with 
the ancien regime. 

To these difficulties and discontents were added a series of famines 
and natural disasters in the latter Tokugawa years. The misery of 
the. peasants in certain areas drove increasing numbers off the land 
in flight to the cities. After 1750 the strain on the traditional struc- 
ture was reflected at the base in a series of peasant rebellions.® At 

8 Hugh Borton, Peasant Upriiingi in Japan of the Tokugawa Period^ Tokyo, 
1938. These rural insurrections, like the famines and natural catastrophes ivhich in- 
cited them* are reminiscent of similar occurrences in Europe during the fourteenth cen- 
tury. See Henri Pirenne, Economic and Social Hietory of Mediaeval Europe^ New 
York, undated, pp. 196-201. While comparisons are difficult, it is probable that the 
Japanese peasantry were no worse off than the farming class of large parts of 



FOUNDATIONS OF INDUSTRIALISM 


7 


the top there was a steady decay of the power of the Shogunate, 
and increasing defiance of its authority by the more independent 
clans. The whole process culminated in a crisis of public finance 
in the nineteenth century, reminiscent of that of Louis XVI on the 
eve of the French Revolution. All the authority of the Bakufu (the 
Shogunal regime), with its highly developed system of espionage 
and military repression, was unable finally to stave off collapse 
after 1850.® 

Economic discontent was reinforced in turn by other factors in 
the last decades of the Tokugawas. Some were literary and re- 
ligious in character. An intellectual renaissance led to a rediscovery 
of national traditions and a revival of Shintoism, with its glorifica- 
tion of the emperor, whose traditional prerogatives had been usurped 
by the shogun. Such movements were eagerly supported by dissident 
clans restive under the autocratic rule of Edo. It was the arrival 
of Western gunboats and traders, however, coinciding with the 
virtual bankruptcy of the Shogunate, which precipitated thfe crisis. 
The expansion of Russia in the north, the encroachments of Britain 
and other powers in (^hina, finally the “apparition of Perry” and 
his warships — all these were watched with rising apprehension in 
Japan. They revived and intensified memories of European ambi- 
tions and predatory rivalries dating back to the sixteenth century, 
before the ex elusion ist edicts of Tokugawa leyasu and his suc- 


Europe at various times, for example, in the eighteenth century. Kurt Singer, in 
his interesting annotations of Tsuchiya's Economic History of Japan, cited, points 
out that the Bordeaux farmer of this time paid taxes and feudal obligations no le.ss 
extortionate than those paid by the Tokugawa farmer, and that such exactions also 
tended in France to increase as the nobility became involved in growing financial 
difliculties. 

0 1'hcrc are also {lurallel.s and common elements in the process of financial dis- 
order and agrarian decay as it appeared in bf)th China and Japan after 1800. How- 
e%er, the extent of economic deterioration in China seems to have been more .serious 
than in Japan, and in any case the firm grip of the ruling class in the island 
empire precluded anything like the Taiping Reliellion. 

Moretiver, there seems to have been a basic difference in the nature of the dis- 
orders attacking the foundations of the State. The revolutionary change which took 
place in Japan after IHiSO, while equally stimulated by the intrusion of the West, 
was partly a response to expansive forces already latent within the Japanese econ- 
omy. These were economically progressive in that they fostered the growth of in- 
dustrial production, trade, and commercial capital, but their full expression re- 
quired a reorganization of political institutions. In China the nineteenth century 
witnessed the reappearance of the familiar cycle of economic decline and dynastic 
upheaval. Except for disruptive influences from the Wc.st, this might have left 
unchallenged the basic pattern of an agrarian bureaucratic state. Japan seems to 
have been headed for .some radical change in her institutions in any event. Only the 
tight Rceiusion policy of the Tokugawas prevented it from appearing some time 
before it did. This difference had a good deal to do, no doubt, with the contrasting 
response of the tw'o societies to the impact of the West in the nineteenth century. 
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cessors. This time the conviction spread that a policy of passive 
isolation could lead only to disaster. 

Effective power witliin the feudal clans had now passed largely 
from the control of the effete daiviyd — “aimless nobodies,” W. E. 
Griffis^ calls them — into the hands of able young samurai of in- 
ferior rank. By various means these men had steadily acquired a 
growing knowledge of Western military science, practical arts, and 
history. In the new learning, and in expanding intercourse with the 
West, the more farsighted saw fresh possibilities for national re- 
juvenation under the aegis of the emperor, as well as new scope for 
personal enterprise and power. More and more it seemed that only 
through such a course of action was national survival possible. The 
obstacle was the Shogunate, which now found itself caught between 
the insistent demands of the foreign powers and the growing as- 
sertiveness of rebellious clans grouped around the throne. 

Intense indignation was aroused in Kyoto circles by the treaties of 
the 1850’s. In these the Shogun was forced to grant sucli privileges 
as limitation of customs duties and extraterritorial rights to the 
“hairy foreigners.” No less rankling were the indemnities subse- 
quently exacted in reprisal for incidents. The luckless Bakufu was 
now attacked as the betrayer of national interests and usurper of 
imperial prerogatives, as w'cll as the cause of mounting economic 
distress. Already weakened by internal decay and financial inepti- 
tude, which had brought it to the verge of insolvency, it w^as unable 
to stem the rising tide of revolt. In the early ISGO’s the forced 
residence of the daiinyo at Edo, a powerful device of political con- 
trol in earlier years, was abolished. “Like wild birds from an opened 
cage,” they fled w'ith all their retainers in the space of a w'cek. 
Other reforms followed, hut they were too little and too late. In 1807- 
68, after a brief military struggle, the western clans emerged vic- 
torious; the Shogunate fell. With it collapsed the w’holc structure of 
centralized feudalism.” 

7 The contemporary views of this shrewd American observer are of interest. (jrifHs 
arrived in Japan shortly after the Restoration and knew personally many of its 
leaders. Writing in 1875 (The Mikado's Empire^ New York, 1894, pp. 292-93) he 
notes that “long before its abolition feudalism was ready for its grave.” To explain 
its collapse solely by events after 1853 is like explaining the Civil AVar “by begin- 
ning at Sumter.” Of the political and intclleetual rnovements leading to the 
Restoration, Griffis writes as follows: “There existed, long before the advent of 
Perry, definite conceptions of the objects lo be accomplished. These lay in the 
minds of earnest thinkers, to whom life under the dual system wa.s a perpetual 
winter of discontent, like snow upon the hills. In due season the spring would have 
come that was to make the flood. The presence of Perry in the Bay of Yedo was 
like an untimely thaw, or a hot south-wind in February. The snow melted, the 
streams gathered. Like houses built upon the sand, the shogunate and the feudal 
system were swept away.” 

8 The situation is epitomized by the leading Western historian of Japan, G. B. 
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'•i^Hestoration and Reform, Supported by the triumphant clans- 
men, a new boy emperor assumed the throne in 1868. In his Charter 
Oath he promised a series of reforms, including the famous pledge 
that “intellect and learning would be sought for throughout the 
world, in order to establish the foundations of Empire.” 

During the next decade sweeping reforms were undertaken by 
the new clan bureaucrats around the throne. Their central purpose 
was to strengthen and consolidate the new regime. In 1869 the 
clans were induced to surrender their land registers; in 1871 came 
the abolition of 6efs. A new structure of national administration and 
taxation arose on the ruins of the old territorial organization. As 
in France after 1789, feudal proprietary rights were swept away 
by decree. In Japan, however, government pensions (later com- 
muted to national bonds) were issued to the feudal nobility in return 
for the surrender of their revenues. In addition the government as- 
sumed the debts of the daimyo to the merchants. This minimized 
resistance to the new regime and enabled many of the mote enter- 
prising aristocrats to metamorphose themselves into leading finan- 
ciers of the new Japan. 

Restrictions were abolished on freedom of movement and internal 
trade, freedom of cropping and property rights in land, and free- 
dom of entry into new occupations. The land tax reform of 1873 
created a unified revenue system in the form of a fixed money tax 
collected from landowners in proportion to the newly assessed value 
of their land. Through this device the State financed itself through 
the early, critical years. The result, however, was to fasten fresh 
burdens on the peasant which largely nullified his “emancipation” 
and threatened at times to bring on widespread rebellion. Other 
reforms, based on foreign study and the adviee of foreign experts, 
were introduced in the Army and Navy; in education, law, and 
public health; and in y)olice and civil administration. In industry 
and finance the IVIei ji statesmen assumed the lead in pioneering the 
new technology. They created a new fiscal system, banks and in- 
surance companies, railways, steam shipping, postal and telegraph 
services, and factories. With driving energy the new regime bent 
itself to the task of building new foundations of national powder 

SHnsom, in the following word*:: “The country was full of restless spirits, dissatis- 
fied with their condition and thirsting: for activity. There were nohles who wanted 
independence and forcien trade, to develop the resources of their domains; samurai 
who wanted opportunities to use their talents, whether as soldiers or ns officials; 
merchants who wanted to break the monopolies of the fi^uilds; scholars who wanted 
to draw knowledge from new spriiif^s; humble peasants and townsmen who wanted 
just a liftle freedom from tax and tyranny. Every force but conservatism was 
pressing from within at the closed doors: so that when a summons came from with- 
out they were flunp wide open, and all these imprisoned energies were released.” 
Japan/ A Short Cultural History^ New York: Appleton-Century-Crofts, 194-3, p. 524. 
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which would be secure against opposition at home and potential 
threats from abroad. 

The lead in the Restoration and subsequent reforms was taken 
by a group of able young bureaucrats. These came mainly 

from the pow'erful western clans — Choshu, Satsiima, Tosa, and 
Hizen. Their motives were a mixture of patriotism, fired by the 
dangers of the international situation, and ambition for personal 
advancement. They were supported by a few of the court nobles and 
by the Osaka and Kyoto merchants, whose financial aid in the revolt 
against the Shogun proved indispensable. By 1850, indeed, the line 
between the chonin and the samurai had become increasingly blurred, 
both socially and economically, as the former acquired aristocratic 
privilege and the latter were driven into commercial pursuits. As a 
class, however, the merchants were still weak and politically de- 
pendent. Many were tied to the Shogun and the more conservative 
elements of the aristocracy by monopolistic privileges of trade and 
finance. Popular hostility toward the ancicn n'gimc was in fact 
directed partly at these exclusive privileges, which resfricted the 
economic opportunity of independent journeymen, traders, and 
samurai. 

In the transition to Meiji Japan, comparatively few of the 
wealthy chonin had the enterprise and flexibility to adapt them- 
selves to changed circumstances. The new industrialists, landlords, 
financiers, and public officials who emerged after 1808 to share 
political power wdth the military bureaucrats w'ere largely recruited 
also from samnrai ranks,® as woW as from the more prosperous farm- 
ers and petty tradesmen. Thus the Meiji “Revolution” was not the 
story of a rising business class, which burst the bonds of feudalism 
to establish its supremacy in a mercantile state. Still less was it a 
democratic revolt transferring political power to representatives of 
the mass of peasants and workers. 

The great Prince Hiroburni Ito. framer of the Constitution of 
1889, later said of his task: “It w^as not trie people who forcibly 
wrested constitutional privileges from the Crown as in other coun- 
tries, but the new^ regime was to be conferred upon them as a volun- 

9 The ability and enerffetie ambition of many of these young samurai of the 
nineteenth century belies the reputation for indolence, brawling, and incompetence 
which this class in general has acquired. Numerically, however, it was only a small 
proportion of the nobility who rose to affluence and power under the new dispensa- 
tion. Others became small landlords and businessmen, nr minor ofTicials. Large 
numbers disappeared into the ranks of common peasants, soldiers, and workers. 
In 1876 Griffis wrote as follows of the once great ruling family: “The Tokiigawas, 
once prince.s and the gentry of the land, whose hands never touched other tools than 
pen and sword, now live in obscurity and poverty, and by thousands keep body and 
soul together by picking tea, making paper, or digging the mud of rice-fields they 
once owned, like the labourers they once despised.” op.cit., p. 296. 
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tary gift for the sake of their future prosperity.”^® This statement 
is rather euphemistic in its implications, both as to the role of the 
“people” in earlier revolutions of the West, and the power of the 
emperoi* in Japan. The French Revolution, for example, despite 
its slogans, was hardly what w'e would today call a democratic rev- 
olution in either its inception or its outcome. Its actual consequence 
was to complete the emancipation from feudal serfdom, to establish 
a unified nation-state, and to proclaim a new legal freedom and 
equality under the ascendant power of the middle class. So in Japan 
a political unification and legal emancipation now took place. Here, 
in contrast to France, the leadership came largely from the more 
able and independent members of the former ruling caste, w'ho re- 
vived the ancient symbols of the throne as a weapon of power. Joined 
by similar elements from merchant and commoner ranks, they com- 
bined to form a new oligaichy securely in control of the apparatus 
of the modern state and armed with the techniques and resources of 
a develojiing capitalism. 

Despite the shifts in the balance of forces within this oligarchy, 
wliich in Inter decades were considerable, and despite tlie underlying 
trend toward democracy which manifested itself particularly in 
the decade 1920-J30, tliis constitution of power remained basically 
unaltered in prewar Japan. 

With tliis dramatic series of events, Japan was now’ opened to the 
first tides of the Industrial Revolution, and the attendant growth of 
modern capitalism. Rut the development wdiich follow^ed w’as more 
than simply the absorption by the Japanese of the material drives 
and technology of the West. Its tempo reflected the release of 
indigenous forces long latent in Jajiaii. Similar!}", its progress con- 
tinued to be sliapcd by national characteristics deeply rooted in 
Japan’s nneient culture. It gave new' expression to the traditional 
engerru’ss of this island people for foreign ideas, especially in the 
applied arts. It gained momentum from their traditional industry 
and skills, built up in the exacting tasks of rice culture and peasant 
handicrafts. It found cohesive strength in the amenability of the 
Jaj)anese to disciplined organization under acknowledged leaders — 
beyond the family. “To w'ork in a group is second nature to him,” 
says Emil I^ederer. Recalling the experience of other peoples, 

10 “New Constilulian — Rominiscfnces,” in Fifty Years of New Japan, compiled 
by Count .Shigrnohu Okumn, London, 1909, vol. i, p. 128. Prince Yamagata, founder 
of the modern .Ia]ianesc Army and a powerful figure in Japanese politics for forty 
years, expressed his views in the folhiwing words; “The origin of the new regime and 
the spirit of the Constitution arc all against the introduction of party politics; if 
ever a party Government be formed our country would, I am sure, go the way of 
Spain or Greece.” Quoted in Shimasa Idditti, The Life of Marquis Shigenobu 
Okuma, Tokyo, 1940, p. 323. 
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one also remarks with what comparative case in Japan the old caste 
distinctions and guild controls of feudal days broke down in favor 
of a more rational organization of economic life within the national 
framework. Again, the imprint of centralized dictatorship under 
the Tokugawas, together with the smallness and cultural unity pf 
the country, helped to spare the Japanese that long struggle to 
overcome toivn and territorial localisms which intervened in Kurope 
between the breakup of feudalism and the formation of national 
states. (See below. Chapter 10.) 

The very speed of the transition in Japan, however, and the man- 
ner of its accomplishment, gave a twist, a special emphasis, to 
what followed. Especially evident is the persistence of family pat- 
terns even in industrial organizations employing the most advanced 
technology; the firm grip of the ruling group directing national 
development tow'ard the ends of state power and military expansion ; 
and the formation, within this oligarchy, of great financial combines 
inheriting the traditions of clan and guild monopoly and dominat- 
ing large-scale industry, trade, and finance from the very beginning. 
Tlic liberalizing tendencies which elsewhere accompanied the growth 
of a broad middle class and an urban proletariat have not been 
absent in Japan. But they have labored under exceptional disabili- 
ties traceable to the peculiarities of Japan’s historical development. 
Only in a general and imprecise fashion can one speak of ilie rise 
of capitalism in Japan, in the Western sense, and then only with 
reference to certain sectors and aspects of Japanese societ 3 ^ 

The Mciji Framework 

With the opening of the Mei ji era there set in a feverish process 
of modernization. Japan was now exjmsed to a rising tide of West- 
ern influence. Foreign trade more than doubled in volume in the 
first decade after 1868. Young Japanese by the score went abroad 
to study Western science and technoiogy, political institutions and 
economic organization. Foreign experts and foreign merchants ar- 
rived in increasing numbers. The young .^aTawrai-bureaucrats of 
the new Imperial regime ciitbarked on a program of sweeping and 
autocratic national reforms. The dream of men like Okubo, Kido, 
Iwakura, and others was first to consolidate the power and authority 
of the new government against internal opposition ; second, to build 
a strong national state able to defend and assert itself in the arena 
of world politics. These ambitions set the framework and tempo of 
national development during the next quarter century. They formed 
the natural basis for a close mercantilist alliance between the 
bureaucrats and the nascent class of financiers and industrialists. 

Both the Meiji Restoration and the reforms which crowded in 
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its wake showed the remarkable capacity of the Japanese at critical 
points to produce vigorous leaders able to map out a long-term 
program and then to move decisively to put it in action. As H. F. 
MacNair once observed, Japanese history is replete with examples 
of this trait of leadership: the will to power, the plan, the patient 
wait for the strategic moment, then the bold, swift stroke. It appears 
in leyasu’s ruthless measures after ICOO to stabilize the Tokugawa 
Shoguiiate on enduring foundations. It reappears in the cool cal- 
culation and decisive action of the Western clans when the moment 
came to overthrow the Shogun. It now led to an eager, discerning 
acceptance of the West by the young samurai reformers, which con- 
trasted so strongly with the inertia and obscurantism of the scholar- 
bureaucrats of contemporary China when faced with the same chal- 
lenge. Coupled with this trait of leadership is the judoAWe tactic 
of hiding time, bowing when necessary to superior force, and cal- 
culating the strategic moment for driving at a weak point in an 
opponent’s armor. These qualities in combination have featured 
Japan’s foreign policy through the modern period — most recently 
in the decision to plunge into war in and the philosophic ac- 

ceptance of defeat and occupation in 1945. 

In the early Meiji years the new government proceeded resolutely 
to demolish the crumbling structure of feudalism and assert its 
authority throughout the country. With the suppression of the 
Satsuma Rebellion in 1877, its political supremacy was finally estab- 
lished over the dissident clans. Political conflict, however, led to 
acute financial disorder through the seventies. Governmental ex- 
penditure far outran revenue, owing to heavy military outlays and 
the burden assumed wlicn the clan debts were taken over and pensions 
were awarded the old aristocracy in return for cancellation of their 
feudal dues. Issues of government paper money invited currency 
depreciation. The latter was further aggravated, beginning in 1877, 
by the note issues of the new national banks.” These banks had been 
formed largely by ex-aristocrats with little banking experience but 
now possessed of capital in the form of national bonds turned over 
to them by the government when their pensions were commuted. 

As in France a century earlier, large currency issues thus re- 
sulted from the financial demands upon the new regime and its inex- 
perience in money matters. But here the parallel ends. The French 
upheaval and ensuing wars led to the total repudiation of the 
assignats in 1797. In Japan tlic disorder was checked before it got 

Government paper money in circulation rose from 24.0 million yen In 1868 to 
79.7 million in 1873. Bv 1878 the total of government and national bank note.s issued 
had reached '65.7 million yen — a sixfold increase in a decade. Toyo Keiaai Shimpo- 
sha, Meiji Tauhd Kokusei Soran, Tokyo, 1927, p. 132. 
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out of hand. After 1881 the government finances and the currency 
of the country were put on a stable basis under the skillful guidance 
of the new finance minister^ Count Matsukata.^* The depreciated 
paper of the preceding years was progressively retired in favor 
of convertible notes issued by the Bank of Japan, established in 
1882. The banking system was reorganized, the national debt stabi- 
lized and refunded. Additional sources of revenue were developed 
to supplement tlie land tax. As a result the new financial regime was 
able to weather the Si no- Japanese war of 1894'-95 with little dif- 
ficulty. Following the abandonment of silver in favor of a gold 
standard in 1897, Japan’s credit standing had improved to the 
point where she could borrow advantageously in foreign capital 
markets. (See Chapter 6.) 

Pioneering of Industry and Trade. Meanwhile energetic steps 
were taken by the government to modernize the Army and Navy, to 
improve transport and communications, and to establish new in- 
dustries. The first railroad was constructed from Tokyo to Yoko- 
hama with the aid of a small British loan in 1870-72. The first 
steamship built by the Japanese was the 104-ft., 60-h.p. Chiyoda- 
gata^ completed in 1866 after four years of effort. Steamer service 
was inaugurated shortly thereafter between Yokohama and Naga- 
saki. It was rapidly extended with government subsidies and en- 
couragement. By 1893 Japan had acquired her first 2,000 miles 
of operating railway, her first 100,000 tons of steam vessels (mostly 
purchased abroad), her first 4,000 miles of telegraph lines. Ship- 
yards, arsenals, foundries, machine shops, and technical schools 
were established or modernized with the aid of imported equipment 
and the advice of foreign technicians. Also under state ])atronagc, 
the first modern silk filature was opened in 1870 with a French 
expert as superintendent. Cotton spinning mills were built or re- 
equipped with imported machinery, largely from England. Experi- 
mental factories were set up to produce cement, sugar, beer, glass, 
chemicals, and a variety of Western-type goods.” The mining of 
.copper, coal, and precious metals was also energetically promoted. 
Mineral production increased sevenfold from 1876 to 1896;” in the 
latter year the consumption of coal reached 3.6 million tons. Nearly 

12 See Masayoshi Matsukata, Report on the Adoption of the Gold Standard^ Tokyo, 
1899. The best concise narrative in English of the economic events of this period, in- 
deed of the whole prewar era in Japan, is G. C. Allen’s A Short Economic History 
of Japan^ London, 1946. 

18 “It can be said with truth that there was scarcely any important Japanese in- 
dustry of the Western type during the latter decades of the nineteenth century 
which did not owe its establishment to State initiative.” Allen, op.riLj p. 30. 

1* According to the Nagoya index of mineral output. “Ilompo Genshi Seisambutsu 
no Seisan Siiryd,” in Nagoya Chamber of Commerce and Industry, Nagoya Keizai 
Tokei Oeppo, vol. viii, no. 4, May 1936, p. 60. 
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half of the coal was consumed in factories, which already numbered 
7,640 and employed 435,000 operatives.^^ 

The government itself financed and operated many of these new 
ventures in the early years. Especially was this true of transport, 
mining, and engineering industries, where military needs were im- 
portant. Later, as private initiative and experience developed, as the 
profits of government undertakings proved meager, and as the State 
needed funds for armament, it disposed of most of its industrial 
properties, often at bargain prices.^® It thus assisted in founding 
a number of the great financial and industrial fortunes of later 
years. Strategic industries like iron and steel remained under close 
official supervision, however. They were sheltered from competition 
by tariffs and subsidies. In addition, the State retained a powerful 
voice in the over-all direction of industrial development through the 
activities of the official and semiofficial banks, and more indirectly 
through the close affiliations of the bureaucracy with big business. 

The growth of foreign trade after 1868 was both a cause and a 
result of these expansionist influences. Imports in the early years 
consisted largely of Western manufactures, chiefly textiles, ma- 
chiner>^ and equipment, and other metal products. Factory-made 
yarn and cloth tended to displace handicraft products of domestic 
origin. This added to the distress already occasioned by the decline 
of town markets which had followed upon the loss of feudal income 
by the nobility and their retainers. As a result large numbers of 
artisans in traditional trades lost their livelihood. Only gradually 
were Western techniques assimilated in such industries as cotton 
manufacture and sugar refining to the point where domestic pro- 
ducers could withstand foreign competition. On the other hand, an 
increasing share of imports represented Western-type goods serv- 
ing new Wyants — e.g,, ships, petroleum products, woolen goods, rail- 
w'ay equipment, munitions, and machinery. In the early years about 
half of the total came from Great Britain, whose nationals also pre- 
dominated in the handling of trade. Import requirements, together 
with remittances for shipping, banking, and commercial services 
performed by foreign firms, imposed a heavy strain on Japan’s 
balance of j)jiyiiients. From 1872 to 1881 gold and silver were ex- 

Asahi Sliimbun-slm, Nippon Keizai Tokei Sokan, Tokyo, 1930, pp. 960, 1222. 

18 Ollicially the rrasotis for the curtailment of State enterprise were given as 
follows in the Regulations fur the Transfer of Factories in 1880: “The factories 
established for encouraging industries are now well organized and business has 
become prosjierous, so the (lovernineiit will abandon its ownership (of factories) 
which ought to be run by the ])eo}>Ie.’' Yasuzo Horie, “An Outline of the Rise of 
Modern C'b])italism in .fapan,” Kyoto University Economic Review, vol. xi, no. 1, 
July 1936, p. 262. At this time these enterprises included 3 shipyards, 51 merchant 
vessels, 5 munitions plants, 10 mines, and 62 factories. 

For further discussion of State enterprise in this era see below. Chapter 10. 
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ported (net) to the amount of 71 million yen. (The yen averaged 
U.S. $0.94 in exchange value between 1874 and 1881.) 

Among merchandise exports, raw silk occupied the leading posi- 
tion from the beginning of the Meiji era. A foreign demand also 
developed for Japanese tea, rice, copper, coal, marine products, 
and miscellaneous handicrafts such as pottery, paper, lacquer, and 
bronze. It was silk, however, which dominated the export trade from 
the outset. Production of raw silk expanded from 2.3 million pounds 
in 1868 to 10.2 million pounds in 1893. Exports of silk and silk 
manufactures constituted the bulk of this production. They ac- 
counted for as much as 42% of Japan’s total exports abroad dur- 
ing this whole period. Under the stimulus of foreign demand, cocoon 
raising was improved, and the reeling process began to be taken out 
of the peasant household to be organized in workshops and factories 
employing mechanical power. Throughout the modern history of 
Japan this single raw material played a unique role. Until as late 
as 1930 it continued to be the chief source of foreign exchange to 
finance Japan’s industrialization, as well as the chief source of rural 
income supplementing the proceeds of rice cultivation. (See Chap- 
ters 6 and 7.) 

The Formative Stage. The dramatic character of events in Japan 
in the quarter century after 1868 often leads to an overestimate 
of the speed of her economic transformation. First steps are im- 
portant, to be sure. It was during this formative stage that the 
foundations were laid for the building of the defense industries and 
for the steady expansion of the civilian economy in subsequent dec- 
ades. New wants came into being, new techniques were slowly as- 
similated, and a new framework of government institutions and 
policy was established. As industry, trade, and finance assumed 
more capitalistic forms, the economy as a whole also began to display 
the cyclical alternation of expansion and contraction w'hich char- 
acterized the capitalist economics of the West. The vagaries of cur- 
rency and fiscal policy, coupled with variations in the foreign trade 
balance, brought an expansionist boom from 1877 to 1881, followed 
by a period of deflation and retrenchment in the eighties. This gave 
way in turn to a revival of prosperity at the end of the decade, 
which was further intensified by the Sino- Japanese war in 1894-95.” 

As the nineteenth century drew to a close, Japan’s business and 
political leaders were gripped by a fever of industrialization. Her 
commercial expansion was also beginning to attract the attention 

*7 An admirable study of the “gestation” of Japanese capitalism in the late nine- 
teenth century, and the appearance of the business cycle, will be found in Shigeto 
Tsuru, The Development of Capitalism and Business Cycles in Japan, unpublished 
MB, Widener Library, Harvard University. 
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of the outside world. Robert P. Porter, an American economist who 
visited the islands on behalf of the U.S. National Association of 
Manufacturers, was struck with the soaring industrial ambitions 
voiced by Japanese leaders in all walks of life. Among public 
speakers are found not only officials whose special province is trade 
and agriculture, but even a naval officer of high rank has considered 
it not beneath his dignity to tell his countrymen that they can only 
become a great nation by development of trade, and that trade is 
as worthy of their best efforts as war.”‘* 

Actually, however, the basic economic occupations and mode of 
life of the common people remained substantially unchanged through 
the first twenty-five years of the Meiji era. Foreign trade did not 
expand beyond modest proportions in relation to the economy as a 
whole. Its importance lay mainly in the realm of technological bor- 
rowing — i.e., as a highroad for the introduction of new influences. 
(See Chapter 6.) Exports consisted almost wholly of agricultural, 
fishing, and mineral produce, supplemented by the handicraft wares 
of traditional industries. Modern-style factories were still limited 
in number and small in scale. In 1886, for example, the steam power 
used for industrial purposes totalled only 4,094 h.p., distributed 
through 217 plants.^" Inland transport was still largely by hand- 
drawn cart and pack horse. Wide price disparitif»r between interior 
regions reflected the continuing self-sufficiency of village life. The 
land tax, a heavy burden on small peasants, furnished over 90% 
of State tax revenues in the early seventies. Twenty years later it 
still accounted for as much as 60%.*® Together with exorbitant 
rents and usurious debt charges, it continued for another genera- 
tion or more to sluice off large amounts of agricultural income for 
the support of State enterprise and industrial investment. 

Probably the most substantial additions to real national income 
during this period did not result directly from the growth of factory 
industry and foreign trade. They grew mainly out of general im- 
provements in agriculture, handicrafts, and internal commerce fol- 
lowing the removal of feudal restrictions and the unification of the 
country under a strong, central government. Freedom of movement 
and occupation, tlie abolition of clan tariff barriers and tolls, free 
transfer of property rights in land, the unification of the monetary 
and banking systems, the growth of population, steady improve- 
ments in agricultural methods, better transport — such new condi- 
tions and new forces brought a slow expansion of the internal 

18 The Commerce and Industries of Japan, Philadelphia: National Association of 
Manufacturers, 1898, p. 10. 

10 Yeijiro Ono, The Industrial Transition in Japan, Baltimore, 1890, p. 64. 

^0 Nippon Keizai Tokei Sokan, cited, pp. 63-66. 
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market and a rise in productivity. For example, with little change 
in production techniques the cultivated area in rice is reported to 
have increased 7% from 1878-82 to 1888-92 while the average 
yield rose 21%. This resulted in a significant increase even in the 
rice crop, long the great staple of Japanese farming. A similar 
growth appeared in other agricultural output, in the extension of 
fishing activities, and in the mushrooming of numerous small handi- 
craft industries scattered through the countryside. Capital ac- 
cumulated from land rents and from small-scale trade and banking 
formed a growing pool of funds for the financing of land improve- 
ments, and of workshops, trading ventures, and the like. 

The framework of large-scale enterprise was being laid in the 
seventies and eighties; but the bulk of the new economic activity in 
this gestation period was along more traditional lines which required 
no sharp break with the past. The continuing rural character of 
Japan is shown in the fact that places of under 10,000 population 
still accounted for an estimated 82% of the people in 1898. The 
new growth in population at this time was still being absorbed 
mainly in rural areas.** The redistribution of peo])le toward the 
cities ill new industrial and commercial occupations was only setting 
in at the turn of the century. 

Rise of Modern Industry and Trade 

The decade of the 1890 ’s marked a turning point in the evolu- 
tion of the Japanese economy. On the foundations laid in earlier 
Meiji years the outlines of an industrial system now began to take 
shape. The assimilation of machine technology, tin? accumulation of 
banking and industrial capital, the expansive influences of world 
prosperity and rising prices — all facilitated a rapid rise of in- 
dustrial output. Especially was this true for textiles and otlicr con- 
sumer goods. Two victorious wars, at an interval of a decade, gave 
additional impetus to the development of transport, banking, and 
strategic industries under the leadership of ilie State and the nascent 
zaibatsu. By 1914 Japanese industrial capitalism was still weak 
and rudimentary by comparison with the advanced economies of the 
West. But it had now emerged from its formative stage. I'he basic 
patterns were established which wxre to characterize it for the next 
quarter century. 

War and Economic Expansion, The first war with China, 1894- 
95, grew out of the designs of Japan’s military bureaucrats upon 
Korea; also, it is said, from their need at home for a “forw'ard” 
foreign policy to distract and disperse the rising tide of parlia- 

21 Imperial Cabinet, Bureau of Statistics, iVippon Teikoku TOkei Nenkan^ no. 43, 
Tokyo, 1924, p. 28. 
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mentary obstruction which had emerged under the Constitution of 
1889.“ Politically the war reinforced the power and prestige of 
the oligarchy for another generation, winning unified support for 
Japan’s aggressive entry into the arena of Far East imperialism. 
Economically, it exerted a stimulus no less immediate and far-reach- 
ing in its consequences. Arms expenditures accelerated the upswing 
in prices already under way. New banks and small industrial and 
trading concerns mushroomed under the recently promulgated Com- 
mercial and Banking Acts, of 1890 and 1893. Military require- 
ments doubled the merchant marine in two years. A boom developed 
in a number of industries producing war supplies. 

The brief military campaign resulted in a resounding victory on 
land and sea over the forces of the corrupt and decadent Manchu 
regime. From this Japan proceeded to wrest important advantages, 
despite the intervention of Russia, Germany, and France to prevent 
her from retaining the principal prize, the Liaotung Peninsula, 
which the luckless Li Hung-chang had been forced to cede hi the 
peace negotiations. Under the treaty of Shimonoseki (and the sub- 
sequent convention retroceding the Liaotung Peninsula) an indem- 
nity of £38.1 million was exacted from China. This provided Japan 
w’ith a gold and sterling reserve with which she made the important 
shift to the gold standard in 1897.** By virtue of her newly won 
prestige she ivas also able to terminate the humiliating treaties of 
1858 with the Western Powers. The new treaties ended extraterri- 
torial privileges for foreigners in Japan. They also freed her from 
the limitation of her tariff to a 5% level under an agreement of 1866. 

Achieving independence at home, Japan’s lenders now embarked 
forthwith on a career of imperialist expansion in Asia. The familiar 
slogans of markets, national security, and imperial destiny found an 
immediate response in the quickened national consciousness and the 
commercial ambitions aroused by Japan’s first triumph on the stage 
of world politics. The initial step, following the victory in China, 
was the acquisition of Formosa and the Pescadores, and of trading, 
navigation, and industrial rights in China. Obtaining these strategic 
assets, and redoubling her armament program, Japan now pre- 
pared in turn for the challenge to Russia in 1904. From the 
second conflict she again emerged w'ith swollen territorial and 
strategic gains. She had won a paramount position in Korea and 
succeeded to czarist rights in South Manchuria. These commitments 
to empire assumed during the critical decade from 1895 to 1905, 

22 Se«* W. W. McLaren, A Political Ilittory of Japan during the Meiji Era, 1861- 
191S, New Yo'k, 1916, chap. 9. 

23 For details see Pepori on the Adoption of the Gold Standard in Japan^ cited, 
chaps. 3-6. 
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together with the political prestige and authority conferred upon 
the armed forces by victories in the held, were destined to exert a 
profound influence upon the subsequent course of Japan’s develop- 
ment. They cast the mold for her domestic politics, as well as her 
relations with the rest of the world. 

The economic impetus afforded by the Sino-Japanese War like- 
wise carried over into the next decade. Now it was reinforced by 
similar stimuli on a larger scale during the w'ar with Russia. Again 
a conflict of limited duration, fought on foreign soil, hastened the 
development of flnancial institutions, marine transport, and indus- 
trial technology, without itself imposing an insupportable drain on 
Japan’s still meager reserves. The necessary financial resources were 
mobilized with the aid of an improved banking system, and at the 
price of continued, heavy taxation. The special banks of an official 
or semiofficial character set up in previous years now proved their 
value, for political as well as economic ends.^* This time, too, Japan 
was able to supplement domestic loans and expanding tax receipts 
with substantial foreign borrowings. Basically, however, it was the 
steady underlying expansion of national productivity and wealth 
which made it possible for her to extend rapidly her military and 
overseas commitments during this period. Economic growth thus 
lent support to rising political ambitions. 

Reliable over-all measures of this economic growth are lacking 
for the period before World War I. Data summarized in Chapter 3 
suggest that total production and real income in Japan, allowing 
for the rise in prices, may have increased by 80 to 100% in the quar- 

These special banks were essentlallv government inst’-umcntalities, supervised 
and in part financed bv the State, (See Chapter 10.) Th'^v derived their importance 
from this favored position; also from the fact that, ;n the absence of a developed 
securitv market, the hip public and private banks afforded the main channel for 
mobilizinp public savinps to finance the lonp- und short term capital requirements 
of both the povernment and larpe-scale priveie enterprise. 

Beside the Bank of Japan, concerned mainly with note issue and treasury opera- 
tions, the principal special banks created durinp this period were as follows; the 
Yokohama Specie Bank (IfiSO), the chief forcipn cxchanpe institution; the Hypothec 
Bank (1896) and its fortv-six s,itellite prefectural Apricultural and Indiislrial 
Banks, makinp lonp-term loans on land and other immovable property; the In- 
dustrial Bank of Japan (1900), makinp similar loans on indastrlal .securities and 
movable property; the Bank of Taiwan (1899) and the Bank of Chosen (1909), 
note-issuinp banks enpaped in financinp the development of these colonies. Another 
agency, the Deposits Bureau of the Ministry of Finance, collected postal savinp.s 
from myriads of small depositors and invested them in public and seniipuhlic enter- 
prises. In addition, there were larpc numbers of small private commercial hank.s, 
as well as the hip city banks, most of which were key instruments of znlhaUu ex- 
pansion and control. 

The importance of the special banks Is indicated in the fact that those named 
above, excludinp the colonial hunks, had paid-up capital and reserves apprepatinp 
212 million yen at the end of 1913, as compared with 606 million for some 2,262 
ordinary and savings banks. 
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ter century ending in 1914 (Table 12). Whatever the details, cer- 
tainly the growth was substantial, and pervasive. Manufacturing, 
mining, and large-scale transportation advanced by leaps and 
bounds, agriculture and many of the service industries at a slower 
rate. Yet even farming and fishing expanded sufficiently to supply 
food for a 25% gain in population from 1894 to 1914, with some 
rise in dietary standards and only minor imports of foodstuffs.®* 
This growth seems to have been achieved with little or no increase 
in the number of workers in these primary occupations. Virtually 
the entire increase in the number of gainfully employed w^as ab- 
sorbed in industry, commerce, and the other services. As a result it 
appears that by 1914 no more than three out of five families in 
Japan were still earning their living mainly in farming, and a third 
of them had some supplementary occupation.®* By comparison, the 
proportion runs above this in China, India, and most other Far 
Eastern countries even today. 

It is important to observe, however, that the shift of employment 
to manufacturing and the service trades was able to proceed as it 
did only because primary production also expanded. Agriculture, 
fishing, and forestry provided the new industries with domestic raw 
materials and markets. They also furnished exports with which to 
pay for industrial materials and machinery. And the}^ made it un- 
necessary to import large quantities of food to support growing i ity 
po])ulations. P^ven the production of rice, staple crop for centuries, 
is estimated to have increased 30% from 1890-94 to 1910-14. It 
reached 249 million bushels a year in tlie latter period. Net imports 
also increased nearly fourfold, but still amounted to only 5.5% of 
total consumption.®' 

More and more the Japanese people were now specializing their 
economic activities to j)rodiice surpluses for sale in the commercial 
market. P'or example, mining and manufacturing (excluding tiny 
family workshops) expanded until they employed over 2 million 

25 The Nagoya index of Jnp;iiu-sc food production actually shows a 65% rise in 
total food output from 1800-91- to 1910-14-, but this is probably an exaggeration. 
“Hon>pr» Cienshi .Seisnnibutsu no .Seisnn Suryo,” Napoya Keizni Tokei Oepp<\ vol. viii, 
no. 4-, Mav 1936, p. 68 Estimated “actuar population rose from 41.6 to 62.8 million. 
Imperial Cabinet, Bureau of Statistics, Shown Go~nen Iko Waga Kuni no Jinko, Tokyo, 
1930, pp. 3-5. Further discussion of production, population, and living standards 
will be found in Chapters 3 and 4. For a summary of the Nagoya index of primary 
production, see Tables 2 and 3, below. 

2« Occupational stati.stics for this period are admittedly poor. It is interesting to 
note, however, that the number of families registered in farming rose only from 
5,359,065 in 1903 to 6,456,231 in 1914. They dropped from 64% to 67% of the total 
population. Metji Taisho Koku^ei Soran^ cited, p. 507. For the latter year Hijikata 
estimates that 6C% of the gainfully employed were in agriculture. For further discus- 
sion see Chapter 9. 

27 Nippon Keizni Tokei Sokan, cited, p. 1197. 
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workers in 1913. These mines and factories produced commodities 
mainly for the growing home market, but also to a lesser extent for 
sale abroad. Allowing roughly for price changes, both Japan’s im- 
ports and exports approximately doubled from 1889-93 to 1899- 
1903.** They doubled again in the ensuing decade. The expansion 
of exports provided foreign exchange which, supplemented by bor- 
rowings abroad, made it possible for Japan to buy a growing volume 
of foreign machinery, equipment, and raw materials to meet her in- 
dustrial and military requirements. One index of industrial activity, 
coal consumption in industry and transport, rose from 2 million tons 
in 1893 to 15 million tons in 1913. Railway mileage more than 
tripled, while freight ton-mileage increased seventeen fold. Japan 
was still a third-rate industrial nation by world standards. Rut she 
was w'ell embarked by this time on an industrial revolution, with 
substantial gains already apparent in national income and power. 

Founding of Large-Scale Industry, This development presented 
two aspects, in part supplementary, in part antagonistic, to each 
other. One was the forced-draft expansion of large-scale banking, 
shipping, heavy industry, and colonial enterprise. The other was the 
more diversified and pervasive modernization of agriculture and 
traditional industries, and the appearance of Western-style factories 
producing consumer goods like textiles. 

The first grew largely out of government initiative, subsidy, and 
protection. Here the aims of State y)olicv joined with the interests 
of private financiers to build iiy) enterprises essential to military 
preparedness and colonial development. 7'lie second likewise bene- 
fited immensely from various tv])es of governmental aid in such fields 
as technical education, croj) improvement, : eclamation, hank credit, 
truii.sport and other public utilities,*^ These benefits, however, wTre 
more indirect and more diffused tliroughout the economy (though 
in the case of teclmical education they accrued in the largest measure 
to the financier-indust riaiist-tradtr class, erq)ecially its more j)ow'er- 
ful member.s).*° Here the expansion of output and trade grew out 

Accnrdinj? to the indires of the Orirntnl Kronornist Scr The Foreign Trade of 
Japan: A Statistical Survey, Tokyo, pp. <>99 700. 

20 Technical education a.s a significant factor in Japan's industriHlir.ation probaVily 
receives less attention commonly than it deserves. T. Ainnnn and M. Shiozawa point 
out that pre-Meiji Japan had no sy.stcm of cinnmcrcial educulion except the ap- 
prentice system. Formal learning was monopoli7.cd by the samurai. The development 
of technical and trade schools under both private and public auspices, along with 
the general spread of literacy, afforded an important stimulus to improvement in 
technology and organization after 1H70. For certain details see “romriiercial Kduca- 
tion,*’ by the above authors, in Fifty Years of Nerc Japan, cited, vol. ii, pp. 175ff. 

The incidence of government policy on tlie distriliution of income is of course 
a complex field of inquiry. In addition to a preoccupation with strategic industries, 
it may be noted here simply that State policy in jR}ian reflected a consistent bias 
(1) in favor of industry as against agriculture, (2) in favor of exports to finance 
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of the development of specialization, of more modern techniques, of 
new circuits of exchange. It came about through the response of tens 
of thousands of entrepreneurs to new economic opportunities at 
home and abroad. (See Chapters 4 and 5.) 

This latter sector of the economy was in the main competitive and 
small-scale in organization. Its production processes were technically 
simple; its capital requirements limited. By contrast the mining and 
metallurgical industries, shipping, and colonial enterprises like the 
sugar industry of Formosa were dominated from their inception by 
comparatively large financial groups. They worked in close associa- 
tion witli the government and were most of them dependent on of- 
ficial support. Typically these industries required advanced in- 
dustrial techniques and were capital-intensive in character.®^ 

Of the large-scale, State-sponsored industries established in the 
years before World War I the most successful perhaps was the 
merchant marine. Japan had an ancient tradition of maritime enter- 
]irise, interrupted only by the exclusionist policy of the seventeenth 
and eighteenth centuries. The Mei ji regime early recognized the 
strategic importance of shipping and ship construction. From 1870 
on it extended official support.*' Progress was rapid after the fillip 
given by the Si no- Japanese W’ar, which required the purchase and 
charter of a considerable amount of foreign tonnage. In 1896 the 
government undertook a general subsidy of ocean shipping. It thus 
abandoned its earlier, more selective favors to particular firms like 
the Nippon Yusen Kaisha, formed in 1885 through a merger of 
government and private interests and with a government -guaran- 
teed dividend of 8%. In 1899 a differential subsidy in favor of Japa- 
nese-built ships M'as introduced to stimulate domestic construction. 

As a result tlie Japanese merchant fleet (steam ves.sels) expanded 
to 1,500,000 tons in 1913. This represented a threefold increase 
over 1896. Half of Japan’s overseas trade was now carried in Japa- 
nese bottoms, as against less than 10% before the war with China. 
The large Japanese firms were now in an increasingly strong bar- 
gaining position in the shipping conferences of the Far East. Within 
two generations they were to rise to a commanding position in the 
carrying trade of the region. By contrast, Japanese shipyards had 
yet acquired only limited capabilities. And they were still largely 
dependent on imported materials. But with the help of construction 

.Japan’s external requirements, and (3) in favor of larpe propertied interests and 
employers, ns reflected in discriminatory tax policy, hrstility to trade unions, and 
the absence of protective lefrisintion for factory workers. (See Chapter 10.) 

SI An up-to-date steel plant at the turn of the century required an investment of 
at lea.st .?2S^«30 million. The requirement for a successful silk filature or cotton mill 
in Japan was tiny by comparison. Even the cotton spinning industry in .Tapnn 
pre.sentcd a gross investment of no more than $250,000 per factory In 1900. 
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subsidies they were now turning out ships at an average rate 
(1909-13) of about 100 steam vessels totalling 50,000 tons a year, 
in addition to the smaller types of warships. Overseas shipping, and 
the larger shipyards, remained in the hands of a few big companies. 
These continued to receive, after 1909, government support under 
the Ocean Service Subvention Act of lhat year. Government sub- 
sidies supplied most of the profits of the ocean shipping trade 
throughout this period. (See Chapters 7 and 10.) 

Equally strategic in character, but more difficult to establish in 
Japan, w’ere the metallurgical industries. Steps w'cre taken early in 
the Meiji era to modernize and expand the mining industry. But the 
lack of mineral resources confined subsequent developments to small 
proportions except in two fields : copper and coal. Copper production 
expanded through the World War years; subsequently, here as in 
the case of oil, Japan became increasingly deyiendent on imports. 
Though a variety of other minerals registered large relative ad- 
vances in output,’* tlic actual amounts remained small except in the 
case of coal. In 1913, in fact, coal accounted for 71 million yen, 
half the total value of mineral production. Imports of foreign ores, 
metals (including semimanufactures), and other minerals already 
amounted to about 100 million yen, reflecting the growing demands 
of the machinery, equipment, and construction industries. 

The principal requirement of the metal-working industries was 
of course iron and steel. Of total metal and mineral imports in 1913, 
pig iron constituted 10% and finished steel about one half. A Japa- 
nese iron and steel industry had been launched in 1901 when the 
government-owned Yawata Iron IVorks cornrnenecd operations. Sev- 
eral smaller plants w’cre also built by private interests during the 
next decade. But severe handicaps were encountered in the technical 
difficulties of the process and the inadequacy of domestic supplies 
of ore and coking coal. By 1913 pig iron output had been pushed 
up to 243,000 tons and steel output to 255,000 tons. Yet the former 
still represented only one half and the latter one third of domestic 
consumption. The rest was supplied by imports. Costs were high, and 
the industry achieved e\en this limited development only by State 
sponsorship and subsidy. It is interesting to note, nevertheless, that 
growing production plus imports now ])rovided steel supplies for 
domestic use at an annual rate of about 740,000 tons during the 
years 1911-13.’® 

In the machinery and equipment industries the modest success of 
the shipbuilding trade was fairly typical. After the nationalization 

82 The Napoya index of total mineral production rose from 100 in 1893 to 285 in 
1903 and 609 in 1913. “Hompo Genshi Scisambutsu no Sci(;an Sfiryo,” cited, p. 60. 

83 Nippon Keizai Tokfii Sokan^ cited, p. 1220. 
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of railways in 1906, tlie manufacture of railway equipment increased 
in response to government orders. The electrical equipment industry 
also advanced in tlie 1900’s as new thermal and hydroelectric gen- 
erating plants were built. On the whole, however, Japan remained 
dependent throughout this period on imports of vehicles, scientific 
instruments, and machinery, as well as finished steel. Had it not 
been for war and armament expenditures, and a national policy 
dedicated to the encouragement of strategic industries, this de- 
pendence would have been even greater. j 

^^Agriculture and the Traditional Industries, The, foundijl^ 
large-scale industry in Japan, because of its politicaf'^upport, 4t8^ 
strategic implications, and the striking contrast it offered with tra- 
ditional Japan, attracted a good deal of attention from the outside 
world. But it was tlie expansion of Japan’s basic economy — agri- 
culture and small-scale industry built on traditional foundations — 
which accounted for most of the growth of national productivity and 
income during this period. 

Here and there a domestic occupation gave way to foreign com- 
petition as the Japanese economy became more closely linked with 
the outside world. One striking case w^as the decline of raw cotton 
production after 1887, despite the growing demands of Japanese 
spinners. With the removal of the duty on cotton in 1896 Japan 
accepted dependence on imports of Indian (and later, American) 
cotton. C’otton imports were handled by a few big importing firms, 
which maintained close relations with the spinners. The future 
growth of the cotton textile industry proceeded on this basis, and 
cotton virtually disajipeared as a domestic crop. In the main, how- 
ever, tlie history of different sectors of Japan’s economy at this 
time is one of differential rates of expansion, with varying degrees 
of modernization in traditional occupations. 

The growtli of food production has already been noted. Probably 
it approached a 85-40% increase over the period 1894 to 1914. 
This growth is highly significant in view of the basic importance 
of agriculture in tlie national economy and the likelihood that the 
farm population increased little during this period. (See Chapter 
8.) In part it represented a slow increase in the cultivated area. In 
part it resulted from more fertilizer, better credit facilities, double 
cropping and other more intensive methods of farming, paralleled 
by corresponding changes in coastal fishing. The basic organization 
of agriculture remained little altered. Some 55% of the cultivated 
area was still devoted to rice, produced chiefly by the hand labor of 
farm housc!iolds on tiny plots of ground. Japan’s 5.4 million farm 
families still cultivated farms averting only 2.6 acres apiece. Many 
had a good deal less. ^ ^ y 
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Land ownership was also dispersed in small holdings, except for 
the holdings of a few big proprietors. The commercialization of 
agriculture, however, and the burden of high taxes and interest 
charges on the small peasant, had brought a large increase in 
tenantry in the earlier Meiji years. Some 39% of the cultivating 
farmers owned no land by 1910. About 46% of farm acreage was 
tenanted. Tenants typically paid rents in kind, fixed by oral agree- 
ment and amounting to 45 to 60% of the crop on rice land. In 
addition they usually had to furnish their own farm implements, 
seed, and fertilizer.** 

The crowding of people on a limited land area resulted in high 
rents and land values; it also perpetuated the low productivity of 
hand cultivation. Farm machinery was virtually unknown, of course. 
Over half the land was cropped without even the help of draft 
animals. Improvements in the lot of the small farmer were further 
limited by the shortage of credit. Interest rates still ran to 20% or 
more in the villages. Taxes likewise remained a heavy burden. Even 
with the introduction 9f business and income taxes to supplement 
the land tax in meeting the rising level of armament expenditures, 
the agricultural class continued to furnish the principal source of 
government revenue. In 1908 it was estimated that the farmer paid 
land, income, and business taxes amounting to 28% of his income, 
comparison with 14% in the case of the merchant and industrialist.” 
Low farm income from all these causes impelled people toward the 
cities in search of better economic opportunity. There they exerted 
a persistent drag on wage levels in nonagricultural occupations. 
Despite the advances recorded above, P. Mayet’s dictum of 1878 was 
to remain true fi)r a long time to come: “The principal and most 
needed improvement in the system of Japan’s National Economy is 
to be found in the direction of agriculture.”®* 

Rice and other food crops continued to provide the principal 

The system rf tenantry in Japan exhibited certain unique features wiiich are often 
misunderstood. As indicated above, it combined certain features of capitalistic ten- 
antry as practiced, for example, in Eni^laiid with other features carried over from 
the old days. See S. Kawadn, “Tenant Systems in Japan and Corea,” Kyoto Vni- 
veraity Economic Review^ vol. 1, no. J, July 192S, pp. 3Hff. In prewar Japan almost 
all rents were fixed rents, not share rents, but as late as IJl+S the rent on (iti'/r «f 
all tenanted farm land wa.s paid in kind. That on another 13% was fixed in kind 
but paid in money at current prices. Supreme Connnander for the Allied Powers, 
GHQ, Natural Resources Section Report No. 101, Japanese Ayricultural Land Sta- 
tigtics, Tokyo, 194-3, p. 42. 

Ushisaburo Kobayashi, War and Armament Taxes of Japan^ New York, 1922, 
pp. 98-99. 

A griculturul InsiirancCf London, 1893, p. 243. Had the early reforms propo.scd 
to the Japanese poveriuiient by thi.s able (ierinan adviser been adopted, two main 
barriers to rural progress — heavy taxe.s and the lack of farm credit — could long 
since have been substantially reduced. 
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means of farm livelihood. To an increasing degree, however, agri- 
culture was now being supplemented by alternative sources of in- 
come from industry and ancillary services. This came about in a 
variety of ways. One, of course, was the migration of members of 
farm families to the cities in search of jobs — ^as in the case of 
recruiting of farm girls by the spinning mills. Another was the 
spread of new industrial demands and employment opportunities to 
small towns and through the countryside, especially in the vicinity 
of the larger cities. (See Chapter 9.) In some cases there developed 
an expanding domestic or foreign market for traditional Japanese 
handicrafts — ^native-style paper, pottery, luxury fabrics, etc. — ^with 
little resulting change in production techniques. In others, new in- 
dustries were introduced, e.g., those ])roducing Western-style paper, 
beer, bicycles, and cement. Or a substantial change took place in 
traditional methods, sucli as the introduction of power looms in the 
export branch of the textile trades.*^ 

Growth of the Textile Trades. The rise of the silk industry was 
the most conspicuous instance of the adaptation and growth of a 
traditional industry in response to foreign demand. World silk de- 
mand continued to expand in the years before World War I. Japan 
rapidly acquired a dominant position in the market. Her output of 
raw silk grew from 7.5 million pounds annually in 18B9-93 to 27.9 
million pounds in 1909-13. Exporting three quarters of this p:oduct 
in the latter period, Japan had already passed China and her 
European competitors. She w^as now’ supplying half the requirements 
of the United States, the world’s principal consumer. In addition, 
a small trade in silk fabrics was maintained. This languished after 
1898 in the face of rising tariffs in the United States and elsewdiere, 
but exports of silk fabrics (mainly habutai) still led cotton cloth 
exports until 1913. 

Tlie expansion of silk production and improvement in quality 
wwe accom})lis]ied through technical advances in both cocoon raising 
and the reeling industry. In cocoon production one half the gain 
in output through these two decades resulted from the spread of 
double cropping- -the introduction of a summer-autumn crop. More 
scientific methods of egg production and silkworm feeding also im- 
proved and standardized the quality of cocoons. This period, more- 
over, witnessed a growth in the average size of filatures, and the 
extensive re]>lacemcnt of liand reeling by machine methods. By 1913, 
of the raw’ silk produced was filature silk; the hand reel per- 
sisted mainly in the supply of silk to domestic weavers. 

For an i*xc«*llent account of such developments in n number of industries and 
rcfi^ions of Japan, see .Fohn E. Orchard, Japan's Economir Position, New York, 
1930. 
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The silk industry as a whole, however, continued to be essentially 
small-scale and rural in character, except for the larger filatures and 
big export houses. Nearly one third of the farm households of the 
country derived some supplementary income from the raising of 
cocoons.®® In 1913 there were still 284,869 hand-reeling establish- 
ments in the countryside, in addition to 4,701 machine-reeling 
filatures. Weaving likewise remained a peasant occupation to a 
large extent. The chief element in production costs, frf)in silkworm 
to fabric, was labor. Much of the capital even was accumulated from 
local sources, though increasingly the working capital of the fila- 
tures and commission merchants came to be provided directly or 
indirectly by large exporters and city banks.®® 

The second large industry to develop during this period, cotton 
textiles, was likewise built on traditional foundations. In this case, 
however, the technical transformation under the impact of Western 
influence was more radical, especially in the spinning branch. 

It is a familiar fact that the cotton textile industrv has been the 
pioneer of the industrial revolution the world around. Japan was 
no exception. The factors which led to its rapid assimilation and 
growth in Japan were no different than those which have operated 
elsewhere, notably in Asia: a large consumer market ready at hand; 
the adaptability of handicraft skills and of unskilled, low-wage 
labor to the operation of power machinery for weaving and spin- 
ning; the limited capital requirements of textile mills; the nvad- 
ability of cheap raw cotton; and a climate sufficient! v humid for 
spinning. The twenty years before World War I saw the firm estab- 
lishment of the factory sy.stcm in cotton textiles in Japan. By 1913 
the Japanese industry was securely in control of the home market. 
In addition, it had already commenced that overseas expansion wdiich 
was to raise it to a front rank position in the world’s cotton goods 
trade during the next generation. 

Like other Japanese industries, the cotton mill industrv achieved 
its first substantial growth after 1890. Prior to this time machine- 
spun yarns from ab^’oad had made heavy inroads in the Japanese 
market, traditionally supplied by the coarse hand-spun product of 
peasant households.^® Meanwhile the introduction of factory spin- 
as N’ippow Teikoku Tokei Nenkan^ cited, no. 38, 1920, p. 80. 

89 “Thus, although the preat silk industry might seem to be rooted in the old 
economy of the countryside, it was nourished by streams flowing from tlie terrain 
where the great Japanese merchant houses and foreign financiers had Ibeir homes.” 
Allen, op.cit.f p. 64. 

40 “When European cotton yarns were first brought over into Japan, nobody was 
able to identify the materials used because of their finencs.s and people thought that 
the stuff was a mixture of silk and cotton.” Teijiro Uyedn and Tokijiro Minnguchi, 
Small Scale Industries of Japan: The Cotton Industry^ Tokyo: Japanese Council, 
Institute of Pacific Relations, 1936, p. 3. In Japan, as a century earlier in the West, 
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ning in Japan proceeded only slowly despite government patronage. 
In tlie nineties progress was accelerated. By 1899 the industry 
boasted some eighty-three mills with 1,170,000 spindles and an out- 
put of 355 million pounds of yarn.^^ The larger firms, organized in 
the Japan Cotton Spinners’ Association, had also begun to modern- 
ize the weaving industry with power looms imported for use in 
specialized weaving sheds attached to their spinning mills. 

Domestic factory yarn now rapidly replaced Indian yarn in the 
Japanese market. Aided by an epidemic in Bombay, which tempo- 
rarily disrupted Indian exports in 1896, the Japanese spinners also 
gained a substantial foothold in the China market for coarse yarns. 
India’s textile industry, however, still greatly exceeded that of Japan 
in size. The Chinese industry was yet in its infancy, though be- 
ginning to embark on a similar process of growth. For many years 
China, together with India, was to remain the principal interna- 
tional market for cotton goods from Lancashire and its newer com- 
petitors. In all three countries the process of spinning was modern- 
ized far more swiftly than weaving. The latter continued mainly on 
a workshop, hand-loom basis. 

The Japanese spinning industry continued its expansion through 
the 1900’s. By 1913 it had doubled again, with capacity now at 2.4? 
million spindles and a yarn production of 672 million pounds. 
Along with this growth in production had come an increase in the 
size of plants, and a slow improvement in their ability to spin finer 
yarns. I'licir c()m])ctiti\e position abroad was further improved by 
the better marketing and credit facilities and the closer integration 
of the industry, especially in its export branch.^' Capital cosis, in- 

iiiiKhintTy mack* it possihlt* tii produce for mass consumption floods of a quality 
formerly confined to luxuries. 

41 Japjin. Dcparlrncnt of Agriculture and Commerce, Twenty- second Statistical 
Ileport of the Department of A yricutture and Commerce^ Tokyo, 1007, p. 182. 

4- Such inicgration was fostered by the handling of cotton imports by a few big 
importing Inniscs, the advnnliigeoiis arrangements between the Jap.an Cotton Spin- 
ners’ As.sociation and the Nippon Yuseri Kaisha on shipments of Indian cotton, and 
the entrv of the big sjiinners into the weaving trade. Another feature was the 
.Japan Cotton l^\])ort Cluild, an export cartel formed in 1806 to capture the 
Manchurian cotton poods market from American competitors. The cartel’s mem- 
bers included four big companies which controlled 7:17^) of the looms of concerns 
aftiliated with the .K'.SA. Sales were managed exclusivelv bv Mitsui Bussan, the 
big Mitsui trading firm. 

The inriwids made upon United States cotton cloth exports to North China are 
refieefed in the following distribution of China’s imports of cotton cloth: 

I* r n c F V T A c; ^ i- m o h 

ANXi’AT, TOTAi. iMfoiiTS V nit td Kingdom 

AVI RAUL' (TiK.TAhi.s) and Ilongkong United States Japan 

1902-04. 69.0 66.2 25.0 2.9 

1911-l:i 95.5 64.6 9.0 16.9 
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eluding the costs of imported British machinery, were still relatively 
high, but were offset by day-and-night operation in two shifts. Out- 
put per spindle was therefore two or three times as large as in West- 
ern countries. Concurrently the weaving trades also increased the 
scale and efficiency of their operations as the power loom and factory 
system slowly made their way. From 1894 to 1913 the number of 
weavers and weaving establishments declined by one third; yet the 
production of fabrics woven from cotton, silk, hemp, and other fibers 
approximately doubled. However, weaving remained essentially a 
cottage industry. At the end of this period there were still nearly 
400,000 independent and piecework establishments. They averaged 
only 1.5 workers per plant. Even in cotton weaving, where the big 
cotton spinnoi-s extended their activities, the numl>cr of power looms 
did not exceed 50,000.^“ 

In Japan as elsewhere the textile industries relied mainly on low- 
wage female labor. In the weaving sheds and silk filatures, largely 
rural industries, nine out of ten w'orkers w'ere women. Even in the 
cotloTi spinning mills over 80% of the operatives were females. One 
out of four was under sixteen years of age. These girls were recruited 
on contract from peasant homes, often reluctantly. They ivere housed 
and fed in company dormitories which blended the factory system 
of the West with the paternalism and strict discipline of traditional 
Japan. Wages were low, even by Japanese standards. Labor ef- 
ficiency was equally so. Japanese spinning and weaving mills re- 
quired about four times as many operatives as American mills of 
similar size and equipment.** Tliere were no factory laws.*® Any or- 
ganization of workers to bargain collectively or strike was effectively 
forbidden under the Police Regulations of 1900. Exce])t in a few 
model mills, conditions of life and work generally exhibited the 
poverty, the crowding, the lack of worker protection which char- 
acterized the introduction of the industrial system in the West 
early in the nineteenth century. In Japan as in England the factory 
system in its first stages relied mainly on the labor of women, who 
were more ainenabk* to the discipline of factory work and also less 
able to protect themselves from industrial abuses. 

The coining of age of the Japanese cotton industry is reflected in 

<3 Data from Nippon Keizai Tdkei Sdkan^ cilfd, pp. 74i’4.'», and Statistical Reports 
of the Department of Agriculture and Commerce^ cited, pnssirn. 

**For studies of Japanese and comparable American mills at this time see United 
States Tariff Board, Cotton Manufactures^ H.Il. Doc. f;43, 62d Conpress, 2d session, 
Washington, 1912, pp. 519-27; also Unitc<l States Tariff (Commission, The Japanese 
Cotton Industry and Trader Washington, 1921, pp. 88-132. 

-*5 The first factory act in Japan was pas.sed in 1911, after thirty years of discussion 
during which the (Motion .Spinners’ Association and other employer groups succe.ss- 
fully ojjposed any action. It was not enforced until 1916, and then only partially. 
See Chapter 10. 
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its growing strengtli in international competition during this period. 
Imports of both cotton yarn and piece goods into Japan no longer 
figured significantly in the domestic market. Exports grew steadily. 
At first they consisted mainly of coarse cotton yarns (20-count and 
below), sold in C^hina and to a lesser extent in Korea for hand-loom 
weaving. By 191f3 Japan already supplied a quarter of the world 
exports of yarn, sharing the large Chinese market with India.*® 
China still imported two thirds of her yarn requirements, though 
her own spinning industry was now becoming mechanized and re- 
established as a factory industry. By 1913 she too hod nearly a 
million spindles, a quarter of them owned by Japanese companies.*^ 
A growing share of Japanese exports now began to take the form 
of cotton cloth. It was mainly gray shirtings and sheetings, drills, 
and other coarse and heavy goods. Totalling 412 million linear yards 
in 1913, these likewise found their principal market in China. Here 
they had largely ousted American exporters from the field, as noted 
above. They also offeretl increasing competition to the products of 
I.inncashire, long dominant in the China import trade. 

By 1913 Japan was already exporting to foreign countries and 
Korea about half of the cotton processed by her cotton mills. Some 
30% of the output of her spindles was exported directly as yarn, as 
compared with over 40% in 1900. The remainder was processed by 
the Japanese weaving trade. But pcrha}>s as much as 20% (by 
value) was subsequently sold abroad as cotton cloth. Another 10% 
was exported in the form of knit goods and other manufactures.*® 
A rough comparison of 1913 with 1900 yields the following con- 
clusions; spinning mill output rose 150%' — from 268 to 672 million 
pounds ; something over one half of this increase represented an in- 
crease in exports of yarn and cloth; less than 10% went into replac- 
ing former imports into Ja}ian; the balance, about one third, 
apparently reflected a net expansion of the domestic market for 
cotton yarn and its manufactures. (Hand-spun yarn had virtually 
disappeared from the market by the turn of the century.) 

Thus the early growth of the cotton industry took place in re- 
sponse to an expansion of the market at homo as well as abroad. It 
was in the export branch of the industry that technical progress 
wns most rajiid. But the importance of the foreign market in the 

The Japanese Cotton Industry and Trade, cited, p. 22. 

H. n. Fonp, Cotton Industry and Trade in China, Tientsin, 1932, vol. 1, p. 8. 

For details see W. A. Graham Clark, Cotton Goods in Japan and Their Competi- 
tion in the Manchurian Market, U.S. Department of Commerce, Special A^ent 
Series, no. HO, Washinfrton, 1914. 

<1* The Japanese Cotton Industry and Trade, cited, p. 21. These estimates arc only 
approximate, for they take no account of change.s in stocks. 
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rise of the industry, great as it was, appears to have been less than 
is often supposed. 

In cotton consumption Japan now ranked sixth in the world. 
Some 60% of her raw cotton came from India in the years 1910-13, 
another 25% from the United States. Tlioiigli the Japanese industry 
could still boast only one third the spindleage of Indian mills, it 
was now forging ahead more rapidly.®® Together with India, Japan 
had ousted Britain from the yarn market of China. In addition, she 
was already supplying about 15% of China’s imports of cotton piece 
goods, having captured much of the market for coarse goods from 
American exporters. 

Yet the widespread expansion of Japanese goods to more distant 
markets still seems remote. Exp>orts of broad goods (20’s and over) 
wore still confined to a few coarse and heavy types. Sixty percent of 
Japan’s yarns were 20’s or less.®^ The finishing industry was un- 
developed. Reliance on British machinery made costs of mill con- 
struction relatively great, while labor costs were much higher than 
wage comparisons suggest. As yet Japan still presented no serious 
challenge to Lancashire in world markets. The latter’s exports of 
cotton cloth were nearly thirty times those of Japan in 1910-13, and 
still constituted two thirds of world trade in this field.*" 

Within Japan, however, the cotton induslry ranked second only 
to silk in importance. These two far overshadowed other industries, 
both in employment and value of output. Woolen, hemp, and muslin 
manufactures had also developed on a modest scale, hut they re- 
mained largely dependent on Army orders and government protec- 
tion. The structure of Japanese industry at tiiis time was probably 
about as follows: In all manufacturing industries (excluding con- 
struction) there were something over 3.5 million persons occupied 
wholly or part-time in 1913. This was still less than one seventh of 
the country’s total labor force. Probably one in three such ])crsons 

BO The same technical and pcoprflphic factor.*? r.yuTatcd to develop the indiistrv' in 
both countries, and in China Yet the Indian industry latrpcd pp(»pressivrtv behind, 
de.spite its earlier staTt. One reason vuis that the Roinhay mills were l/.rtrelv in 
the hands of “manap.np afrc.it.s,” who were apt to he rnore interested in speculative 
company promotions and quick commercial profits than in lonjf-tcrm industrial 
development. By contrast, the Japanese entrepreneurs were apprressive in making 
technical inqirovcmcnts and in building n close-knit, intcfrrntcd system of producti?ui 
and trade. In addition the Japanese mills benefited from government patronnere, 
especially in transport, b.'irikinp, and t.arifT>, 'I'he Indian industry w'hs lonp handi- 
capped by diitie.s on machinery imymrt.s and b\ lack of protection apainst competinp 
poods from Lancashire. See The Uoval Institute of Internntioiul Affairs, IVntnt on 
the Textile Industry in Lnnrnshire, Indin, China and Japan^ London, 193.3, pp 8, f)5- 
fifi; P. S. I.okanalhfin, Industrial Orffanization in /ndta, I.oridon, lOJ.'i, cha]is 1, 9. 

51 Nippon Keizai T^kei ^.okan^ cited, p. 743. 

^'^The Japanese Cotton Industry and Trade^ cited, p. 23. The first compari.son is 
in linear yards, the second in pounds. 
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was a small employer, or an independent who engaged neither hired 
nor family labor in significant amounts. Excluding these proprietors 
would leave 2. 0-2. 5 million wage and family workers. According to 
S. Uyehara, who puts the number at about 2 million, textiles alone 
employed 40% of these workers, largely women and girls.®* 

Most of the remaining industrial employment was found in tra- 
ditional trades even less affected by modernization. For example, 
three occupations — the making of Japanese paper, braids, and mats 
— accounted for another 40%. About half of the total of 2 million 
employees were in factories with less than five operatives. The newer, 
larger-scale industries like the metallurgical, machinery, and chemi- 
cal still contributed only a small fraction of industrial income and 
employment. Japanese industry remained at this time predomi- 
nantly small-scale in organization, its roots in the traditional skills 
of old Japan, its markets mainly the consumer needs of people still 
living close to the traditional poverty line of the Orient. 

The preponderance of the cotton and silk industries is almost 
equally striking in Japan’s foreign trade. As already noted, both 
imports and exports expander^ rapidly throughout the Meiji era, 
playing a key role in the whole process of economic development. 
For the most part this was trade with foreign countries, not Japan’s 
own colonies. Even in 1913 exports to Formosa and Korea were 
only 13% of other exports; imports from them only 9%. Of total 
shipments overseas, raw silk constituted 30% and silk manufactures 
another 7%. Cotton goods of all types added a further 20%, Thus 
silk and cotton together provided nearly three fifths of Japan’s 
exports.®* 

This textile trade was highly specialized by regions. China (with 
Hongkong and the Kwantung Incased Territory) took three quar- 
ters of Japan’s cotton goods exports to all countries, including 
Korea. The Ihiited States took two thirds of her raw silk. On the 
im})ort side, raw cotton from India and the United States accounted 
for a tliird of the value of all foreign purchases. Another third was 
divided evenly between foodstuffs, and metals and manufactures. 
The remainder represented miscellaneous raw' materials and equip- 
ment for Japanese industries, purchased in a w ide range of markets. 
Already w'ell established, in short, w'as the pattern of Japanese trade 
which was to persist for another tw'enty years, until, in tlie thirties, 

»•* The InduHtry and Trade of Japan, London, 1926, pp. 43-^7. 

f'-» Silk wim far more im]mrtant, actually, in the growth of Japanese national in- 
come than this comparison would suggest, for at least half of the proceeds of cotton 
goods exports, went to pay for imports of raw cotton embodied in these exports. 
Uy contrast, the entire proceeds of silk exports were available to finance imports for 
domestic consumption. See Chapter 7. 
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dislocations set in motion by the world depression and the war in 
China brought radical changes.®® 

It was this underlying growth of Japan’s agriculture and other 
basic industries, most of them consumer goods industries built on 
ancient foundations, which enabled the island empire to support 
her growing population and expanding political commitments dur- 
ing this period. Through a stead}’ process of modernization they pro- 
duced the rising national income which supported large State budg- 
ets for armament and colonial development. They provided the ex- 
ports to pay for much of the heavy import of munitions, machinery, 
and other essentials for strategic industries. Despite these charges up- 
on the national dividend, they were the means by which Japan carried 
herself througli the first stages of economic development and emerged 
from her agrarian-feudal background to take on the aspects of a 
modern industrial power. 

What actual improvements came about in the material well-being 
of the Japanese population during this early period is difficult to 
determine. Some advance in living standards is evidenced in the 
decline of mortality rates, in increased per capita consumption of 
food and clotliing supplies, and in the growth of public services of 
various kinds - -especially in the cities. Most of the rise in total 
national income, however, seems to have been absorbed in support- 
ing the growing population. Capital formation and arms expendi- 
ture absorbed additional amounts of the increment. Kokichi Mori- 
moto, on tlie basis of fragmentary family budget studies in 1913, 
concludes as follows: “'Phe mode of living — housing, food, clothing, 
and other factors of living — has not made noteworthy imy)rovemcnt. 
13ie mass of the ])eople live in just the same way as they did during 
the feudal regime.”'® Tliis verdict appea-rs to be too sweeping. (See 
below, pages 143flr.) But it points to the formidable obstacles, both 
social and technological, which stood in the way of real improve- 
ments in the lot of the peasant and worker, despite the notable 
grow'th in the scale and y)roductivity of the Japanese economy. 

War Finance and Foreign Borrowing. How much of the gain in 
national income Has devoted to the two wars of this period and 
the related colonial and strategic enterprise of the intervening years 
is also problem«arical. (See below, y)ages 290ff.) The greater share 
must actually have gone to support Japan’s growing popidation at 
a somewhat imy)roved level of living. Of the remainder the larger 
yjortion was employed in private and State investment of an es- 
sentially prfKliictive character — land reclamation, urban devclop- 

Ks Table .Tt, below, pives tlie regional distribution of Japan’s oversea.s trade in 
1R93, Hnd 193fi. 

The Standard of JAtang in Japan^ Baltimore, 1918, p. 12. 
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ment, roads, railways, public utility arid industrial construction, 
and the provision of working capital for commerce and industry. 
Evidence in support of tliese general conclusions will be found in 
later chapters of this book, especially 3 and 5. 

A glance at government finances during this period, liowever, 
will show the strain imposed by heavy expenditures for war and 
armament. Mainly as a result of the Sino- Japanese War, and of 
growing armament and colonial enterprise which followed in its 
W'ake, the expenditures of the national government tripled from 
1893 to 1903. They reached 289 million yen in the latter year — no 
small sum for the time. Again, they more than doubled in the course 
of the Russo-Japanese War. With the Army and Navy now ex- 
panded, and with new commitments in Korea, they remained from 
1909 to 1913 just under 600 million yen.®’ 

To finance this burden taxes w'ere progressively boosted. Care 
was taken at the same time to see that they fell mainly on small 
peasants, merchants, industrialists, and others in the lowei*- and 
middle-income classes. Additional revenue was sought by the or- 
ganization of go\'ernnient monopolies in salt, tobacco, and camphor. 
The indemnity of 300 million yen secured from China in 1895 was 
also largely used to finance an interwar program of armament ex- 
pansion. 'IMiesc resources proved inade(|uate, however, and resort was 
had to extensive borrowing. The national debt rose from 235 million 
yen in 1893 to 539 million in 1903. It then soared to 2,592 ii.illion 
yen ($1,300 million) in 1913, as a result of large war bond issues 
and the nationalization of the railw^ays in 1906.®** 

A leading authority, Ushisaburo Kobayashi, makes an interesting 
estimate of the uses to which the Japanese go\ernment hrul ])ut the 
funds raised by its loans outstanding on March 31, 1913 (2,744 
million yen).®*^ lie finds that w'ar and armament t«)ok 1,518 million 
(55%) ; railw'ays and public woi'ks, 797 million (29^'J ) ; Formosan 
and Korean develo])ment, 80 million (2.9%) ; and financial readjust- 
ment, etc., 345 million (13%). In other words, more than half of 
the proceeds of these loans went directly into war and armament. 
Nearly 50% of the government’s entire budget in 1913 was devoted 

67 The expenditure uiid debt lipures in this and the following j>aragraphs are for 
fiscal years ending March lU of the year indicated. Jajinri, Dcj)artmcnt of Finance, 
Financial and Economic Annual of Japan^ Tok\o, annual. The value of the yt'ii 
during this period was about $0,498, or 25. 

S8 For a detailed study of tax policy through this ])eriod, see ir«r and Armament 
Taxes of Japan, cited, and for a briefer examination, ('hapter 10, below. 

»» Tdyd Keir.ai Shimpfi-.sha, Meiji Tnisho Znisei Shonin, 'rok>n, 1927, }>. 608. 

90 War avd Armament Loans of Japan, New York, 1.922, pj) 89, 91-95. To the 
total usually cited, Kobayashi adds 250 million yen for paper rnonev and unfunded 
loans outstanding. He designates the.se figures as referring to the end of the fiscal 
year 1911/12; actually they corrc.spond with official totals for March 31, 1913. 
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to the Army and Navy, military pensions, and war debt service. 

The immediate burden of these large military outlays was miti- 
gated in some degree by foreign loans. In fact, the “extraordinary” 
military expenditures charged to the war with Russia (1,730 mil- 
lion yen) were largely balanced by borrowings in London and Paris. 
Before the war (i.e., in 1903) the outstanding total of Japan’s 
national loans issued abroad amounted to only 98 million yen. By 
the end of 1913 it had climbed to 1,525 million, representing over 
half the swollen national debt. (Table 20.) Other public and corpo- 
rate securities issued or purchased abroad added another 445 mil- 
lion. Direct foreign investment in business enterprise in Japan 
amounted to about 70 million. All told, Japan’s total foreign in- 
debtedness now stood at approximately 2 billion yen. Her net 
indebtedness, deducting her own assets abroad, was approximately 
1,350 million yen, or $650 million. (For sources and further details 
see Chapter 5.) 

These foreign borrowings played a critical role in the hnancial and 
political history of the period. Indeed, it is only in this period that 
foreign capital assumes much significance in Japanese expansion. As 
already described, the country was undergoing n process of general 
economic growth, accelerated by heavy military spending at home 
and abroad. The result was a heavy strain on the capital resources 
of the country, and a growing deficit in the balance of payments on 
current account. From 1904 to 1913 the merchandise exports of the 
Japanese Empire fell short of paying for imports hy 707 million 
yen. Current invisible items, notably debt service and governmental 
payments, widened the gap by another 436 million yen. This large 
deficit >vas financed by capital imports.®' 

Foreign loans, however, were more than a passive, balancing 
factor which enabled Japan to augment her own resources tempo- 
rarily with an increment from abroad. Tliey h«ad an inflai ionary 
effect wnthin the country. Tliis was the more jironounced because 
they w'ere used in part to accumulate gold reserves lield either at 
home or in London. Against these reserves the Bank of Japan in- 
creased its note circulation. From 1900 to 1913 the Bank’s note 
issue nearly doubled, and wholesale prices in Japan drifted upwards 

See Tabic 21, below; adapted from figures compilfd by Margaret S. Gordon 
In E. B. Schumpeter, ed.. The fndusfrializnlion of Jopun tind Manchukno, lUSO-IU/fO^ 
New York, 1940, p. 866. There are no dal/i on invisible transactions bclween .Japan 
Proper and the colonies during this period. Hence all references here to Ja]>nn’s 
balance of international payments relate to the Japanese Empire as a whole. How- 
ever, the great bulk of the Empire’s transactions with foreign countries arc those 
of Japan Proper. Official foreign trade statistics are believed to undervalue exports 
and overvalue imports in some degree. This may lead to exaggerated estimates of 
capital inflow, which is a residual in the balance. (See Chapter 6, below.) 
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more rapidly than in the United States or Great Britain.®® Expand- 
ing money incomes and rising prices tended to make the trade deficit 
even larger. This necessitated still more loans to support the ex- 
change, and these in turn further increased service charges on the 
mounting debt. 

Once this inflationary cycle got under way it was difficult to 
check. The Bank of Japan had no effective control over the money 
market. In any case its policy was subordinated to the fiscal re- 
quirements of the Treasury. Expenditures for the production of 
armaments and otlicr strategic undertakings expressed a national 
policy inflexibly pursued, and amounted to a fixed charge on the 
economy. From 1910 to 1913 Japan lost over 20% of her gold 
holdings, despite continued borrowing abroad.®® A financial crisis 
was approaching. 

Then, just as Japan seemed near the end of her rope, the entire 
prospect was suddenly altered. War broke out in Europe. By 1915 
orders began to pour in for Japanese goods, for her shipping and 
other services. Almost overnight the country began to be embarrassed 
by a surfeit of riches in its intcrn|itional accounts. A boom developed 
in trade and industry which brought unprecedented financial pros- 
perity — while it lasted. In its w'ake, as we shall sec, it left a series of 
problems which were to plague Japan for a decade. 

Srp S Y, Funna, Jajmn’s Forviffn Krchantie and Urr linlance of International 
Payments, New Y(irk, 1928, pp. 48-52; also Junnosuke Inouye, Problems of the 
Japanese Exchange, London, lO.'ll, pp. 73-80. 

Mfiiji Taishn Kokusei Soran, p. 139. 
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JAPAN’S ECONOMY IN 
TRANSITION 

The War Boom^ 19H-19 

THE outbreak of hostilities in Europe had the initial result of 
increasing the strain on Japan’s international accounts. For her 
foreign trade and debt operations had always been financed largely 
in London. Now the dislocation of the British money market pre- 
cipitated an immediate crisis. But this w'as short-lived ; soon events 
began to take a new turn. The Allies commenced to place large orders 
in Japan for munitions and other manufactures. Neutral countries, 
especially those of the Far East, turned to Japan for goods formerly 
supplied by the industrial nations now belligerents. Though tech- 
nically at war herself after 1915, Japan’s military operations were in- 
significant in extent. Thus her industry was in a position to take 
full advantage of the fabulous trade opportunities that developed. 
Her merchant marine likewise fell heir to an expanding share of the 
world’s carrying trade. 

Japanese exports proceeded to increase by leaps and bounds. 
Especially was this true of finished manufactures in growing variety. 
A boom developed in Japan's leading prewar markets, China and 
the United States. Soon it a])peared also in new and more distant 
markets throughout tin* world. Cotton goods exports nearly doubled 
in amount, h^xports of cottoTi cloth rose from 4?12 million linear 
yards in 1913 to 1,174 million in 1918, a 185 % increase. 

For the first time Japanese textiles won a firm foothold in India, 
the Dutch East Indies, and other countries of Southeast Asia and 
Oceania.^ Most of the incrcasc^i shipmonts took the form of staple 
gray shirtings, sheetings, drills, and twills. But new and more 
diversified types — bleachcvl, dyed, and printed cloths of finer weaves 
— now appeared in growing quantities. Booming exports and in- 
dustrial expansion in turn stepped up Japan’s requirements for 
materials and equipment from abroad. This was especially true of 
American raw cotton, metals, and machinery. However, imports 
now fell sliort of exports by a wide and growing margin, hampered 
as they were by wartime controls in the supplying countries. The 
result for Japan was a huge export surplus — something totally new 
in her experience. 

1 A detailed study of this wartime trade expansion will be found in the U.S. Tariff 
Commission's Japan€»e Cotton Industry and Trade ^ Washington, 1921, and Japan: 
Trade during thf War, Washington, 1919. 
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In merchandise trade alone Japan and her colonies piled up an 
export balance of nearly 1.2 billion yen in trade with foreign coun- 
tries between 1914 and 1919. Soaring freight rates, plus a well- 
nigh limitless demand for Japanese shipping, swelled still further 
the country’s balance on current account. The merchant fleet suf- 
fered little from submarine warfare, and rose from 1,577,025 gross 
registered tons in 1914 to 2,840,650 in 1919.^ It now carried over 
80% of Japan’s own foreign trade as compared with 57% in 1914. 
In addition it entered the tramp business on more distant ocean 
routes. Thus the net shipping income of the Empire rose from 41.2 
million yen in 1914 to 381.4 million yen in 1919.® Mainly for this 
reason Japan’s invisible accounts showed a surplus of 1,800 million 
yen over the six-year period. With the merchandise balance added 
in, the Empire accumulated on current account through these years 
the enormous net sum of 3,035 million yen (about $1,500 million). 
This contrasted with a deficit of 549 million yen in the preceding 
six years. By the end of 1919 her foreign assets exceeded lier out- 
standing debts by 1,300 million yen, whereas in 1913 she had been 
a not debtor by nearly the same large sum. (See below, Table 21 
and pages 258-59.) 

Inflation and Industrial Progress, The dazzling world demand for 
Japanese goods and services had effects within the country which 
might be expected. Money incomes rose, note issue and bank credit 
expanded. Industry and trade embarked on a period of uiiprece- 
dented prosperity. By 1919 Japan w^as in the grip of an accelerat- 
ing price inflation. Profits soared to fabulous levels. New' plants mush- 
roomed, and commodity and security markets became the scene of 
feverish speculative activity. 

In part this prosperity was fictitious. Wholesale commodity prices 
rose nearly 150% from 1914 to 1919. Tlie values of agricultural 
land and industrial capital were wTitten up even more rapidly. 
Exports and imports both tripled in value from 1913 to 1919, but 
their actual volume rose onl^^ by one quarter. Industrial production 
(in plants with five or more operatives) increased from 1,371 mil- 
lion yen in 1914 to 6,738 million yen in 1919 (Table 10) ; agricul- 
tural output rose from about 1,700 million to 4,083 million yen ; 
the paid-up capital and reserves of all Japanese companies soared 
from 2,676 million to 7,615 million yen. All these values, too, re- 
flected the rapid depreciation of the currency.* 

2 Japan, Imperial Cabinet, Bureau of Statistics, Nippon Teikoku Tokei Nenkant 
no. 48, Tokyo, 1924, pp. 218-19. 

® Orienta’ Economist, The Foreign Trade of Japan: A Stathtiral Survey^ Tokyo, 
1935, pp. 448-49, 690-91. 

* The flgu."es arc from the following sources: wholesale prices from Bank of 
Japan, Economic Statistic* of Japan, 1931, Tokyo, 1932, p. 102; foreign trade from 
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Nevertheless, Japan reaped substantial gains from the war boom 
in national output, in industrial capacity, and in technical experi- 
ence. From 191 4f to 1919 the Nagoya index of physical output rose 
16% in agriculture and 29% in mining.® Railway freight and pas- 
senger traffic doubled. Foreign and domestic shipping cargoes enter- 
ing Japanese ports increased 20%. The number of factory workers 
rose from 1,187,249 to 2,024,870, accompanied by a parallel in- 
crease in machinery installed in factory industry. (See Chapters 
3 and 4.) Manufacturing output is estimated to have risen ns much 
as 78% in total volume." Especially significant for the future was 
the high level of construction activity; also the growth from small 
beginnings of the newer engineering and chemical industries. The 
older, more conservative industries like cotton spinning took ad- 
vantage of enormous w'artime profits to retire their funded debt, 
wu’ite off sums to depreciation, and build up their financial reserves.^ 

Some of the plants and industries which started o])e rations during 
the war years failed to survive the postwar deflation and the re- 
sumption of world trade on a more normal basis. Others continued 
in operation only by virtue of government protection and subsidy. 
Also, as yre shall see, the overcapitalization of Japanese industry at 
wartime price levels left in its wake a series of banking and exchange 
disorders which plagued the country for a decade. By almost any 
standard, however, the war years witnessed a significant advance 
in Japan’s productive capacity, foreign trade position, and technical 
maturity. 

Gains of this character seem to have been more important tlian 
any immediate rise in the standard of living. The evidence on changes 

The Foreign Trade of Japan’ A Statistical Survey^ cited, p. industnul out]nit 

from Yasuji Koidc, “Hompo Sanj^yo Kozo no Hcndd ni Ka.isuru Shiryo,” Magnya 
Keizai Tokei Geppo^ vol. viii, iv>. f), ()ct»>tirr HKJO', |>. 0; ;.fri u'lillurjil tnitpiit from 
Asahi Shimbun-sha, Nippon Keizai Tokei Sokan, Tokyo, p. (iSI, and S. Hijikatn, 

Kokumin Shotoku no Koseij Tokyo, i». 389; co.n])an} cripitHli/.ntion from Nip- 

pon Teikoku Tokei Nenkan, cited, no. 43, pp. 180-8J. 

5 “Hompo Cicnshi Scisambutsu no Scisan Suryd,” Nagoya Keizai Tokei Oeppo, 
vol. VIII, no. 4, May 1936, p. 60, See below. Table 3. 

« Nagoya Commercial College, Hompo Seisan Suryd Shisil Sdrany Nagoya, 1933, 
p. 30. A description of this indt-x is gi^'en below, in the notes to Table 8. 

7 The gross earning.s of firms bclrnglng te the Japan Cotton Spinners’ Association 
were netiially 98% on their total capital investment in 1919. The production of yarn 
had increased only moderately from prewar levels hut yarn prices increased four- 
fold, for .fnpan was unable to manufacture .spinning machinery herself or to procure 
much abroad. Tills gave the Japanese lndu.stry strong financial resources with which 
to undertake rationalization measures in the postwar decade. Lancashire, by con- 
trast, became heavily burdened with fixed debt and high-cost equipment as a result 
of wartime expansion, a circumstance which subsequently inqio.sed a severe handicap 
in meeting the postwar challenge of Japanese competition. See The Japanese. Cotton 
Industry and Trade, cited, pp. 64-60; also Teijiro Uyeda and Tokijiro Minoguchi, 
Small-Srale Industries of Japan: The Cotton Industry, Tokyo: Japanc.se Council, 
Institute of Pacific Relations, 1936, pp. 20-24. 
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in consumption is admittedly scanty for this period. A 6% growth in 
population from 1914? to 1919 absorbed part of the increased pro- 
duction of consumer goods; in addition, the evidence indicates a 
13% rise in per capita food supply from home production and im- 
ports, as well as some diversification and improvement in diet, cloth- 
ing, and minor items in family budgets.® It is significant, however, 
that Uyeda’s index of real industrial wages remains virtually sta- 
tionary through the war years.® The rising cost of living bore 
heavily on the urban population. It became the cause of spreading 
social discontent which culminated in serious rioting during 1918. 
With prices and profits soaring, a large share of the increment of 
income accrued to the more well-to-do classes in the form of rents, 
dividends, interest, and corporate savings. This was associated, both 
ns cause and cfTect, with the high level of savings and investment 
which is characteristic of such boom conditions. (See Chapter 5.) 
While the changing components of national income cannot be satis- 
factorily measured at tliis time, an unusually large share of the gain 
in income appears to have gone into capital formation. This took 
the form both of improvements and enlargements in Japan’s do- 
mestic plant, equipment, and inventories, and of the huge credit 
balances built up abroad. 

Meantime these foreign balances accumulating from exports and 
shipping services created a difficult financial problem for the -ni- 
thorities. As already noted, they aggregated over 3 billion yen from 
1914 to 1919. Some of tlie proceeds were brought home in the form 
of gold. After September 1917, however, and until June 1919, the 
United States, now the world’s money market, applied an embargo 
on gold exports. As a result Japanese exchange bankers were hard- 
pressed to finance exporters in Japan. The proceeds of their export 
bills could not be matched with import bills. These proceeds tended 
to pile up in New York in immobilized and depreciating funds.'® 
In the absence of a discount market, the problem was met largely 
by yen advances from the central bank and government purchase of 

^ Sec E. F. Penrose’s index of food production nnd imports in Food Supply and 
Tlnic MntrriaLi in Japan^ Chicago, 1930, p. 73; also consumption data assembled by 
Teljiro Uyeda nnd Tosukc Inokuchi in Cost of Livinq and Real Waqes m Japan, 
Tokyo: .Tapan Council, Institute of Pacific Relations, 193(i, appendix, 
nnd bv Kokichi Moriinoto in The E^rimry Standard of Livinp in Japan, Tokyo: 
J.*ipnn Council, Institute of Pacific Relations, IP.SI, chnp. 7. 

oop.rit., p. 23. From 1919 to 1923, however, the index rose 50% as a result of the 
fall of living costs in the postwar deflation. Sec below, j)figes 143 ‘tt. 

10 nes]>itc the government’s efforts to peg the exchange, the Yokohama Specie 
Rank’s official rate on New York rose from an average of $0,195 per yen in 1913 
to an all-time high of $0 .521 at the end of 1918. For details on the wartime exchange 
difficulties of Japan .see Jiinno.suke Inouye, Problems of the Japanese Eirhanpe, 
30I4-I9^t), London, 1939, chap. 1; also S. Y. Furiiya, Japan's Foreipn Exchange and 
Tier Balance of International Payments^ New York, 1928, chap. 3. 
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foreign currency balances. This had further inflationary effects in 
Japan. 

Unhappil^s the opportunity to employ these surplus foreign 
credits in retiring a large share of Japan’s foreign debt was lost. 
The government was reluctant to float domestic loans for this pur- 
pose. In the end only a small amount was redeemed. Nor were the 
funds employed overseas in prudent long-term investment. Short- 
term war loans were extended to the British, French, and Russian 
governments in the amount of 518 million yen (net). But these were 
repaid soon after the war, except for 240 million y^n loaned to the 
czarist regime which went into default. Some 336 million yen (net) 
was “invested” by Japanese interests in China.'^ Most of this rep- 
resented the notorious Nishihara loans, which were political in char- 
acter and soon defaulted. 

The greater part of tlie exchange proceeds of Japan’s wartime 
boom were allowed simply to accumulate in short-tei*m foreign credits 
and specie balances. At the end of 1919 Japan’s specie holdings at 
home and abroad totalled 2,045 million yen, as compared with only 
376 million yen at the end of 1913. Most of this hoard, as we shall 
see, was to be dissipated in attempts to cope with the exchange dif- 
ficulties of the postwar years. 

The Postwar Decade: Economic Growth 

The armistice of November 1918 signalized the approaching end 
of Japan’s war boom. As in other countries, economic activity was 
maintained at a high level for another year under the influence of 
a continuing spiral of inflation. The break in Japan came in March 
1920, heralding the world-wide collapse a few months later. There 
followed a period of deflation and readjustment. From this financial 
crisis Japan recovered rather more quickly than most countries, 
owing to the liberal credit and subsidy policies of the government. 
With the return to “normalcy,” hov.’ever, she now faced again the 
problem of finding peacetime economic opportunities for her rapidly 
growing millions, a problem tomporarily obscured in the flush of 
w'ar prosperity. 

The postw-ar decade registered only modest progress toward this 
long-term goal, though it did witness the consolidation and extension 
of the industrial advance of the war period. It was, first of all, a 
decade of marked financial instability. The inflated cost structure 
of the war years remained to complicate y)ostwar adjustment, in 
Japan as elsewhere. Before much headway had been made in this 
direction the great earthquake of 1923 dealt a shattering blow. 

H. G. Moulton, Japan, Economic and Financial Apprainal, Washington, 
1931, pp. 61^16. 



japan’s economy in transition 

Some 100,000 lives were lost in the fires which swept great cities 
like Tokyo and Yokohama. Property destruction was estimated at 
3.1 to 5.5 billion yen. A reconstruction boom developed in the wake 
of the catastrophe, but this led into a banking crisis in 1927. Cer- 
tain sectors of the economy — ^notably the silk industry — ^shared in 
world prosperity induced b}' boom conditions in the United States. 
Others failed to do so. The gains were spotty and irregular, and 
economic opportunity hardly kept pace with the large number 
of new job seekers pouring into the labor market each year as the 
population grew. Japan was now' reaping some of the disadvantages 
as well as the advantages of industrialism — dependence upon an un- 
stable world economy, growing class conflicts and social strains, and 
all the difficulties that go w'ith the maintenance of growth and equi- 
librium in an industrializing economy. 

Meanw'liile the rise of an urban proletariat and a middle class 
brought liberalizing and democratic trends in Japanese society.^ They 
appeared in education, in the press, and notably in politics. Through 
the grow'ing power of the Diet, the business classes — -especially big 
business- - now' gained influential representation in the formation of 
national policy. During these Interwar years Japan achieved the 
fullest expression of constitutional democracy she had ever knowm, 
heavily qualified as it was by a still powerful feudal heritage. Social 
issues such as the factory standards, the protection of the tenant 
farmer, and birth control came into the foreground of public discus- 
sion W'ith an articulateness and insistency never witnessed in earlier 
decades. 

Confronted with major decisions in the field of economic policy, 
however, the party governments of the tw'enties w'ere inclined to 
vacillate and compromise. Perhaps it was for the very rca.son that 
national politics now' represented more adequately the diversity of 
interests and classes in Japan. In this respect the situation in Japan 
was not unique. But here the issues w'ere peculiarly urgent, as sub- 
sequent events showed all too clearly. When the great depression 
descended in 1930-^31, an acute crisis set in. The history of the 
thirties, in both its military and economic aspects, was in some de- 
gree a delayed response to the pressures building up in the preced- 
ing decade. 

Trade and Economic Gron th. Before examining tJiesc difficulties, 
we may note more explicitly the economic grow-th which w'as in fact 
achieved in a number of fields. The.se gains have often been obscured 
by apologists seeking to justify Japan’s subsequent military aggres- 
sion on grounds of cconoiiiic necessity. In fact, they were not in- 
considerable. 

In agriculture, to be sure, progress was comparatively slight, 



except in sericulture. And farming remained basic to the whole econ- 
omy, still occup 3 ?ing half the w'orking population in 1930.'* The 
total area under cultivation remained virtually unchanged from 
1920 to 1930; so also did the farm population.'® This meant that 
the entire gain in employment for Japan’s expanding numbers took 
place in nonagricultural pursuits. Among those who remained on 
the farm, the cultivation of rice continued to be the chief occupation 
and source of income. In contrast to the earlier decades, rice produc- 
tion in Japan showed little upward trend in the twenties, despite 
increased application of fertilizer and other efforts to increase yields. 
Partly this reflected the principle of diminishing returns, and partly 
a trend toward greater diversification in farming. There w’as a 
marked increase in the production of wheat, cocoons, fruits, vegeta- 
bles, and animal foodstuffs. As a result, total food production (in- 
cluding that of fish) expanded 35% from 1910-14 to 1925-29.'* 
Growth now proceeded at a diminishing rate, however. It no longer 
satisfied the slowly rising dietary standards of Japan’s expanding 
population. The gap was filled by increasing imports of overseas 
food, especially rice from Korea. By 1930 net imports of foreign 
and colonial foodstuffs (deducting food exports) supplied about 
15% of Japan’s total food consumption.'* 

In industrial products as well as food Japan’s foreign trade 
gained in importance during the postwar decade. Unfortunately 
it was subject to wide swings, which lent a sense of insecurity to the 
whole economy. In this it reflected the ups and downs of world j)rices, 
as well as the vagaries of Japanese exchange policy. Following the 
postwar slump botli imports and exports recovered in the early 
twenties. In 1925 they reached peaks of 2,573 and 2,306 million yen, 
respectively.'® After that a gradual decline set in, as world raw 
material prices began their downw^ard drift and the yen appreciated 
in value. Meantime the volume of trade continued to expand ; for 
example, silk shipments were fairly well mauitained in total yen 
value until 1929 by virtue of a steady increase in the amount sold 
in the United States. 

12 Imperial Cabinet. Bureau of Statistics, Shown Oo-nen Kokuaei Chom Ilokoku, 
vol. 2: Shokugyo Oyohi SnngyOt Tokyo, 1935, pp. 2-3. 

IS The cultivated area actually declined from 6,033,000 to 5,987,000 hectares during 
the decade. While the b)lal Japanese labor force increased from 27.3 to 29.6 million, 
according to the census, the number of people principally occupied in farming 
dropped from 14.3 to 14.1 million. Nippon Teikoku TokH Nrnkan^ cited, no. .57, 
p. 32. The redirection of employment as a result of industrialization is examined 
below in Chapter 9. 

14 According to the Nagoya index “Hompo Genshi Selsambutsii no .Scisan Sfiryo," 
cited, p. 68. 

15 Further details on agricultural production will be found below in Chapter 3, 
and on food imports in Chapter 7. 

The yen wan now worth $0.41, or Is. 8d. 
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Some idea of the over-all growth of Japan’s trade with foreign 
countries, Korea, and Formosa in these years may be gained from 
the following comparisons: In 1929 the value of both exports and 
imports had more than tripled the 1913 figures. About a third of 
this increase represented higher prices, which now averaged 50% 
above the 1913 level. Thus the volume of imports and exyiorts had 
approximately doubled through the war and postwar decade: (Table 
26, below.) Japan’s economy meantime had become increasingly 
integrated in the world economy — ^agriculture mainly through silk 
exports and rice imports, and industry and finance through a grow- 
ing complex of commercial and banking relationships. Japanese in- 
dustry was now importing a large proportion of its requirements 
in raw materials and semimanufactures. Merchandise imports from 
foreign countries and from the colonies amounted to about 20% of 
Japan’s national income. Exports took almost as high a percentage 
of her total output of goods and services, and as much as 25 to ^35% 
of her manufacturing output. These over-all ratios, liowevor, hardly 
suggest the vital dependence of the ivhole economy on overseas com- 
merce, as detailed in Chapters 6 and 7. 

Raw silk and cotton textiles continued to dominate Japan’s export 
trade by a wide margin. Despite a decline in silk prices by one third 
from 1925 to 1029, exports of raw silk still came 784 million yen 
in the latter year. This represented 36% of Japan’s commodity 
sales abroad. Almost the entire amount was sold to hosiery and broad 
goods mills in the United States, making the American market by 
far the largest for Japanese exports. The expansion of the silk 
trade, which tripled in volume from 1913 to 1929, was made possible 
by the continuous extension and improvement of cocoon produc- 
tion and silk reeling. At the end of the twenties, two in every five 
farm households were engaged in the supply of cocoons as a sup- 
plementary occupation.” The earnings of peasant girls in silk fila- 
tures provided another important source of cash income for the rural 
population. 

Of Japanese exports to foreign countries other than raw silk, one 
half consisted of textile products of other varieties. Textiles of all 
kinds made uy) two tliirds of Jay>an’s total cxy)()rts of 2,149 million 
yen in 1929. In other words, her earning power in foreign trade was 
still confined largely to this complex of industries. Next to silk, cotton 
piece goods were the largest item, amounting to 1,791 million sq. yds. 
valued at 413 million yen. Cloth exyM)rts had quadruyded from 1913 
to 1920; they doubled again from 1920 to 1929. In<lia now had re- 
placed China as the largest foreign market for Jay)anese cloth. Here 

IT Toyo Kclzoi Shiinpo-sha, Keizai Nenkan^ no. 16, Tokyo, 1932, p. 182. 
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Japanese exporters had made heavy inroads in the trade formerly 
monopolized by Lancashire, although India herself was now sup- 
plying half her own requirements in mill cloth. By the end of 
1929 Japan boasted 6.5 million spindles, two and a half times her 
1913 spindleage. In consumption of raw cotton she was exceeded 
only by the United States and Great Britain. Her cloth exports — 
1,781 million sq. yds. in 1929 — were now about half the exports of 
Lancashire.^ ^ 

With the expansion of capacity in the cotton industry came im- 
provements in business organization, equipment, and technical skills. 
These were associated with a growth in the average size of firms and 
plants, increasing control by the big spinners over the weaving 
branch of the industry, and close integration of cotton imports with 
the manufacturing and export business. Technical progress was 
particularly marked after 1927. The deflationary monetary policy 
inaugurated by the government stimulated a rationalization move- 
ment in Japanese industry and forced the introduction of many 
technical improvements neglected during the war and early postwar 
years. This movement carried over into the depression and con- 
tributed to the spectacular growth in exports in the early thirties. 
Many small firms were squeezed out. The larger plants were re- 
equipped with more modern, automatic equi})ment, particularly 
high-draft ring spindles and automatic looms. The result was a 
rapid rise in output per worker and a marked reduction in labor 
costs. The latter, of course, was reinforced after 1929 by the fall 
of wages in the depression. 

Industrial Diversification. Similar gains in production ca])acity 
and in technical maturity were recorded in other lines of industrial 
activity. Though textiles continued to hold the first place, Japa- 
nese factory industry grew steadily in the range and variety of other 
manufactures during the twenties. 

This was reflected in production and trade at the time, and even 
more in the industrial boom which followed the dey^reciation of the 
yen in 1931. The chemical and machinery industries, for example, 
assumed a new importance; the processing of foodstuffs retained a 
leading place; and the production of such industrial essentials as 
cement and electric power tripled in the decade ending in 1929. 
Symptomatic of Japan’s technical progress through these years is 
the fact that the capacity of electric motors installed in Japanese fac- 
tories rose from 1,063,000 h.p. in 1919 to 2,301,000 h.y). in 1928.^® 

International l.abour Office, The World Tertile Industry, Geneva, 1937, vol. ii, 
part 1, pp. 22, 40, 124. 

i»The figures are for private and government factories. Ministry of Commerce 
and Industry, Kojd Tokeihyo (1930), Tokyo, 1932, pp. 283-84; The Statistics of the 
Department of Commefee and Industry, J9SS, cited, pp. 62-63. 
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Manufacturing output increased 70% in the meantime, even though 
factory employment remained at about 2 million workers.^® (See 
Chapters 3 and 4.) 

By contrast the mining industries lagged . behind in tliis develop- 
ment. Here Japan became increasingly dependent on foreign sup- 
plies, as further expansion of production from her own limited re- 
serves tended to bring rising costs. From 1919 to 1929 the output 
of metals rose only 16% and that of coal 10%;”^ Domestic producers 
were able to maintain profits only with the aid of tariffs and re- 
striction scliemcs engineered by the large interests which dominated 
these fii*lds.“‘ Imports of ferrous and nonferrous metals and minerals 
from the United States and from adjacent countries of Asia there- 
fore grew steadily in amount. The resulting dependence of the Japa- 
nese home islands on overseas supplies is best expressed by the 
percentages that imports from foreign and colonial sources were of 
apparent domestic consunij>tion (imports plus domestic production 
minus exports). Combining supplies in both raw and processed 
forms, these percentages were as follow^s in 1930: iron and steel 
materials, 85% ; petroleum, T9% ; lead, 93% ; zinc, 69% ; tin, 74% ; 
aluminum, 100%. (See below, Table 33.) 

The metallurgical industries expanded through this period, proc- 
essing both domestic and imported materials. A« they developed, 
imjiorts shifted gradually from metals in the more advanced stages 
of processing to ores and concentrates. Steel production, for ex- 
ample, reached 2,034,000 tons in 1929. 'I'his was eight times the 
output of 1913. Yet the steel industry, long dominated by the 
State-controlled Yaw^ata Iron Works, still failed to meet the coun- 
try’s requirements, either in quantitative or qualitative terms. Espe- 
cially was this true of liigh-grade steel products. In 1930 over one 
third of the processed iron and steel materials consumed in Japan 
were still being imported in the form of pig iron, scrap, and steel 
products. As a source of income and employment the mchdlurgical 
industries also failed to grow to a major place in the Japanese econ- 
omy. In terms of value added by manufacture, privately owned 
plants produced only 191 million ycji in 1929. This was less than the 

20 The Nuromi index »f nianiifarturing produetion rose from 287 to 492 (1905=: 
100). Uompo Seifan Suryo Shisu SOran^ cited, p. 30. 

21 “Honipo Clenshi Seisanibutsii mi Seisari SuryeV’ cited, pp. 63-67. 

22 Coal production in the twenties remained at al)out doubie the level of 1909-13. 
In 1925-29 Japan produced 33 million tons annually, 2.5% of the world output. In 
addition, she was now drawing coking coal from Manchuria and North China. Big 
advances were also made in the utilization of coal. In 1914, for example, it took 2.11 
tons of coal to produce 1,000 kw. of electric power; in 1932 only 0.7 ton. (In- 
ternational Labour Office, The World Coal Mining Industry, Geneva, 1938, vol. 1, 
p. 99.) This development of fuel supplies supported the increasing mechanization of 
industry and transport noted above. 
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net-value product of the ceramics industry and only one quarter of 
textile output, even disregarding the large output of pottery and 
textile fabrics by plants with less than five workers.^* 

The machinery and equipment industries likewise fell short of 
meeting the growing demands of Japanese industry, especially for 
machinery of the more advanced and complicated types. Here, how- 
ever, Japan’s growing technical maturity in the engineering field 
was evidenced in her increasing ability to manufacture electrical ap- 
paratus, railway equipment, bicycles, and industrial machinery of 
relatively simple and standard designs. By 1929 this category of 
factory production stood second only to textiles, with net product 
value at 519 million yen. In electrical equipment, for example, 
Japanese plants were now able to supply most of the domestic market 
efficiently and economically, and were beginning to engage in active 
competition overseas. 

The general growth of manufacturing capacity in Japan, both 
in scale and in technical achievement, brought a marked shift in 
the character of imports. Finished manufactures were purchased 
abroad during tlie years 1925-29 in aggregate amounts little greater 
than before World War I, despite the growth of Japanese consump- 
tion. By contrast raw materials and semimanufactures, taken as 
groups, w’crc now imported from foreign countries in quantities more 
than double those of 1913. (See below, Table 30.) Throughout the 
whole range of manufactures there was a general tendency for do- 
mestic industries to take over the less complicated processes of 
machine production. Accordingly, imports tended to be concentrated 
on growing amounts of unprocessed materials, together with the 
more advanced types of machinery and equipment whicli Japan 
could not yet turn out in competition with th.c United States, Britain, 
Germany, or smaller European competitors. After 1925 unprocessed 
industrial materials comprised over 50"7^ of tlie value of total im- 
ports from foreign countries. Thirty years earlier tliey had been 
only 25%. Tariffs and other forms of indirect protection played a 
part in this shift. Yet basically it reflected tlie coming of age of 
Japanese industry. 

Imports played an essential roJe both in yiroviding for tlie con- 
sumer necessities of the people and in expanding and maintaining 
capital plant and equipment. As previously noted, about one sixth 
of Japan’s food supplies now came from her colonies and from for- 
eign countries. The rise in per capita consumption since 1914? had 
been made possible only by increasing imports. All the principal 

23 “Hompo Snnpyo Kozo no IIcmkIo ni Kansiiru Shiryo,” oiled, p 49. For a more 
extensive discus.sion of the relative importance of various industries at this time sec 
Chapter 9. 
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clothing fibers except silk, which was too expensive for daily use, 
likewise came from abroad in the form of cotton, wool, and rayon 
materials. Japan also continued to borrow Western technology in 
the form of machinery imports. Such purchases were essential to the 
continued growth of industry — far more than their money values 
would suggest. (See Cliapter 6.) Moreover, the metal materials 
manufactured into veliicles, machinery, and other capital goods were 
largely of overseas origin. Foreign trade was indispensable for the 
growtli of real capital in industry and transport, as well as for food 
and clothing supplies for the people. 

In financing her overseas requirements, however, Japan relied 
mainly on her own financial resources after 1913. Imports of pro- 
ducer goods, wholly or partly manufactured, were paid for mainly 
by exjjorts of consumer goods, rather than by foreign borrowings, 
over the period 1914-29. A few industries, notably electric utilities, 
attracted some foreign capital — mostly American — in the twenties. 
A number of small investments in Japanese plants by Amerifcan 
and European concerns took the form of supplying patents, tech- 
nical porsonnel, and specialized equipment, as in the Foul and Gen- 
eral Motors assembly jilants. But direct foreign investment in Japa- 
nese business enter]jrisc was hardly more than 200 million yen 
($100 million) at the end of 1929. In addition 579 million yen of 
Jn[)anesc corporate securities were now held abroad. Of the latter 
sum, however, 340 million yen represented the securities of electiic 
power companies, mostly dollar bonds issued in the twenties. All but 
12 million yen of the remainder was capital borrowed by the South 
”Manchuria and Oriental Development companies for their activities 
in Manchuria and Korea. By wa}" of comparison, the paid-up capital 
and reserves of Japanese industrial, mining, trading, and transpor- 
tation companies totalled 10,410 million yen — twenty times the 
amount of foreign investment in Japanese business. 

Aside from electric utilities, therefore, foreign investment in busi- 
ness enterprise in Japan was rather insignificant in amount. It took 
the forms mainly of purchases of corporate bonds and debentures, 
and of certain direct undertakings by American equipment and con- 
cerns. In this respect Japanese business retained the independence 
from foreign control which it had enjoyed from early days. Foreign 
investment in Japan's public debt was a good deal larger, to be 
sure. At the end of 1929 it totalled 1,724 million yen. Interestingly 
enough, however, this was almost identical with the value of Japanese 
national and local bonds held abroad in 1913. Total loan indebted- 
ness abroad, ymhlic and private, stood at only 2,304 million yvn 
(face value) at the end of 1929, as compared with 1,970 million yen 
in 1913. Meanwhile Japanese investments abroad, outside the colo- 
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nies, had come to be valued at upwards of 2,500 million yen or 
$1,250 million. (See Chapter 5.) 

So far as net capital movements in and out of Japan Proper are 
concerned, the principal clianges from 1913 to 1929 were, first, the 
piling up of huge short-term credits overseas during the flush years 
of World War 1 and, second, their subsequent liquidation to finance 
the trade deficits of the postwar years. Py this means the rate of 
private domestic investment and public borrowing was sustained 
through the twenties at a level well above new savings from current 
income. Meanwhile the country moved increasingly into a creditor 
position in relation to China and the colonies. But this took place 
in considerable measure through the reinvestment of business profits 
abroad. In contrast to the earlier period 189(>-1913, when the net 
inflow of capital into Japan approached l.(> billion yen, ihe next 
twenty years witnessed a substantial balancing of imports and ex- 
ports of goods and services in the aggregate. She was neither a net 
lender nor a net borrower on any scale.-^ 

The Empire as Asset and Liability. As Japan’s requirements for 
food and raw materials increased, her exjianding overseas empire 
began to take on economic significance. It now coirqirised southern 
Sakhalin (Karafuto) to the north, Korea and the Kwantung Leased 
Territory on the continent, and Formosa and the mandated islands 
of the Pacific (Nanyo) to the south — altogether a territory of 
115,000 square miles with a jiopulation of 27.3 million (1930). 
Under the sponsorship of the government, Japanese capital under- 
took the active development of the resources of these regions along 
lines serving the requirements of the metropolitan country. By 
1929 there wTre some 1.2 million Japanese nationals resident in the 
empire overseas, nearly half of them in Korea. Most of them were 
engaged in business, government, and professional services."’ 

Foreign trade and in\estment in these colonial areas w'crc largely 
monopolized by Japanese firms. Phis was done thiough open and 
disguised preferences, some of them official and otliers arising from 
the dominant p{)sitif)n of Japanese nationals in the economic life of 
the colonies. The Empire was developed to sup})ly the home islands 
with growdng amounts of food and a few' raw materials. IVIost im- 
portant, Korea and Formosa furnished Jaj)an in the late twenties 
with about four fifths of her rice imports, two thirds of her imports 
of sugar, and lesser amounts of oil-bearing materials, minerals, luin- 

24 The above estimates are taken from C’hapter 5, wlicre a more detailed r^sum^ 
of Japan's borrowing and lending experience is given. 

Nippon Teikoku Tokei Nenkan, cited, no. 57, pji. 8-9. Hy comparison there 
were only about 600,000 Japanese resident in foreign countries, over 40% of them 
in the United States. 
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ber, etc. Phosphates began to come from the Pacific island mandate, 
while Karafuto produced lumber and pulp, fish products, and some 
coal. The colonies also provided a modest export market for Japa- 
nese manufactures. In 1930, for example, they absorbed about 20% 
of Japan’s industrial exports and about 10% of her exports of 
textile manufactures. (See Table 28.) Altogether her colonial trade, 
most of it w'ith Korea and Formosa, came to nearly one quarter of 
her total overseas trade in 1928-30. Imports from the entire Empire 
averaged about 580 million yen annually, exports about 475 million. 
(This includes the trade with Karafuto and Nanyo, but not that 
w’ith the Kwantung Leased Territory, most of which was actually 
trade with Northeast China through the Port of Dairen.) 

Since Japanese manufactures had a preferred position in the 
colonies, the home islands were enabled to pay for imports of food 
and otlier materials from these regions more readily than if political 
control had been lacking. Moreover, tlianks to Japanese enterprise 
and control, these areas developed food and raw material sur]^luses 
geared to Japan’s needs, surpluses which might not otheri^isc have 
become available, at least on such favorable terms. Her foreign 
trade requirements were also eased somewhat by the foreign ex- 
change accruing from reexports of colonial products like camphor 
and sugar. 

A good deal of this trade, however, would probably have grown 
up even in tlie absence of political control, owing to geographic and 
economic circumstances. A part of it, too, was uneconomic in char- 
acter. For exam])le, tariff ])references directed sugar purchases to 
Formosa whicli iniglit have been made more cheaply elsewliere, tlius 
restricting sugar consumption in Japan. Indeed, a high proyiortion 
of colonial trade in a country’s external commerce tells little of the 
economic value of the country ; it may reflect economic losses rather 
than gains. In some degree this was true of tJapan. Probably the 
chief significance of her colonial establi.shment from a national stand- 
point lay in the strategic realm."® It gave the Japanese government 
political control over enlarged food resources, created a ring of 
defensive barriers around tlie home islands, and afforded n scries of 
steppingstones for further imperialist ex})ansion in East Asia. 

Much tlie same broad conclusion may be drawn regarding the 
economic value at this time of Japan’s ]3olitical foothold in Man- 
churia. Here Japanese companies, notably the semiofficial South 
Manchuria Railway, exy)aiided their activities under the ])rotection 

Thnt estrhllsliniriit also strengthened the erononiie and political position within 
Japan of the big banks and industrial concerns which dominated large-scale enter- 
prise in the c<ilonies. For example, the four big companies which owned most of 
the sugar refineries in Japan also controlled 80% of refining capacity in Formosa. 
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of the Railway Zone and Leased Territory secured from Russia fol- 
lowing the war in 1904-05. By 1930 some 1.7 billion yen of Japa- 
nese capital had been invested in a variety of enterprises, mostly 
railways, public utilities, and mining. (Sec below, page 535.) As 
in Korea, the exploitation of Manchurian iron resources had already 
acquired some importance for the Japanese steel industry, though 
full-scale development was not undertaken until the seizure of all 
Manchuria in 1931-32 and its development as a war base. Also, the 
port of Dairen had become a large entrepot for trade with Man- 
churia and North China. It was here on the mainland, of course, 
that Japan’s politico-economic ambitions came into sharp conflict 
with rising Chinese nationalism and ultimatel}^ precipitated the 
Sino-Japanese War. 

Some idea of the relative preponderance of Japan Proper in the 
economic life of the Krnpire can be gained from national income 
statistics. The national income of the home islands in 1930 was 
10,239 million yen, according to Table 38, below. The Japan Eco- 
nomic Federation places the net income of the colonies, leased ter- 
ritories, and mandates at 1,369 million yen in the same ycar."^ The 
latter’s method of calculation is dubious, and the resulting figure 
is certainl}^ an underestimate. Even allowing for a generous margin 
of error in both estimates, however, it is likely that per cay)ita in- 
come in the overseas territories was little more than one third of 
that in Japan Proper, With productivity and piircliasing power 
at this low level, it is not surprising that these regions failed to 
bulk larger in the external trade of Japan, despite her assiduous 
efforts to increase their importance. 

An economic balance sheet of the results for Japan of political 
control over this overseas empire is impossible to construct, even for 
the period before 1930. Wliat benefits would have accrued to Japan 
from economic relations with these countries had they remained in- 
dependent of Japanese rule? Would the resources invested tlicre 
have otherwise been available for other uses, or were they created in 
response to the opportunity.'^ If the former, to what use would they 
have been put? Such questions are unanswerable in any bookkeep- 
ing fashion. But it is certain that colonial enterprise occupied a sub- 
ordinate place in Japanese economic develoynnent during the first 
three decades of the twentieth century. And it is likely that wdiatever 
contributions were made to Japan’s national income and industrial 
development by political control over these areas w'ere more than 
offset, even at the time, by the costs of the military outlays, develop- 
mental subsidies, and tariff preferences through which she acquired 
2 T National Inrome of Japan, 19S0-l9!f9^ Tokyo, 1939, pp. 5, 95. 
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and developed her empire. In Korea alone, for example, the Japanese 
government is said to have spent 651 million yen upon “defense” 
and development from 1907 to 1931.“® In any event, the direct gains 
and losses lor Japan in dollars and cents are of quite secondary im- 
portance, even in economic terms, by comparison with the fateful 
consequences which ultimately flowed from her policy of imperialist 
expansion in the Pacific.^® 

Foreign v. Domestic Market. From the foregoing account it is 
clear, first, that Japan continued during the period 1914-29 the 
process of industrial growth which set in at the turn of the century, 
and second, that industrial j^rogress was associated with a parallel 
expansion of foreign trade. 

In some industrializing countries the rise of factory industry has 
been achieved in considerable measure by the creation of tariff- 
protccted industries, with a resulting reduction of foreign trade. 
Under tliese circumstances an expansion of industrial output may 
or may not represent an increase in national production and income, 
whatever its other benefits. By contrast, the rise of Japanese in- 
dustry was accompanied by, and was dependent upon, an expansion 
of imports and exports from the beginning. It was chiefly in the 
limited category ot strategic — especially metal-working — industries 
that tariffs and subsidies ])layed an important and continuing role. 
In the main Japan\s industrial growth was concentrated in the light 
industries, notably cotton goods. In textiles, and in a wdde range of 
miscellaneous consumer goods, natural advantages soon enabled 
Japanese producers to stand on their own feet in international com- 
petition with comparatively little direct aid from the State. Con- 
trary to a widespread imjiression, there are few' instances in modern 
history when so substantial an industrial development has taken 
})lace within three decades with as little direct govcriiiiient subsidy 
and ])rotf‘ction as in Japan from 1900 to 1930. This is not to deny 
that the State exercised decisive leadership in tlie earlier decades, 
and continued to exert a pervasive influence. (See Chapter 10.) 

I)es])ite the prominence of overseas trade, it is also worth noting 
again that the Japanese home market continued actually to absorb 
the bulk of the goods and services produced by the Japanese econ- 
om 3 \ Here also a prevailing impression runs contrary to the fact. 
This domestic absorption w’as necessarily true of a w’ide range of 
services and industries like the construction trades whose output was 
by nature noncxportable. It was almost equally true of agriculture, 
excepting sericulture. And even in industry, the major part of the 

Kslimat** of K. Takahnshi, quoted by Andrew Grajdanzev in Modern A'orea, 
New York, 1944, p. 211. 

29 These questions are considered further in Chapter 10. 
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output of Japan’s factories and workshops, perlia])s 65 to 75%, was 
produced for home consumption. (See below, Chapter 7.) Indeed, 
if we accept the available estimates, the value of total exports and 
imports seems to have increased little in relation to total national 
income over the period from 1914 to 1930. The ratio of exports to 
net national product rose only from 15% to 18%. (Table 27.) 
Foreign trade expanded severalfold, but so also did the production 
of goods and services for the domestic market. 

However, Japan’s poverty in natural resources and her continuing 
need for machinery and other specialized manufactures from over- 
seas exerted a constant pressure for the expansion of exports to pay 
for imports. The pressure for exports of industrial manufactures 
was held in check for a wliilo by the plienoiiienal American demand 
for Japanese raw silk, essentially an agricultural product. Wlien 
silk prices began their downward descent after 1925, tins intensified 
both the necessity and the opportunity for other industries to ex- 
pand in foreign markets. 

In the first instance, of cour.se, the extension of foreign trade in 
these years resulted from the strivings of businessmen for ])rofits. 
Basically, however, it reflected the wider search for economic op- 
portunity on the part of a rapidly growing population. As have 
seen, nonagricultural opportunities failed to expand sufficiently in 
the postw'ar years to take })eople off the land, in addition to absorb- 
ing the annual increase in the number of job seekers. While the 
output of industry and ancillary trades and services was increasing 
steadily, in good })ai’t this was due to a rise in out])ut per worker 
rather than in the number of jobs. Workers engaged princi[)ally 
in manufacturing employment increased only from 5,139,000 in 
1920 to 5,876,000 in 1930. (Table 40, belovv.) Employment in agri- 
culture, as noted above, actually remained stationary at a figure a 
little over 14,000,000. With population increasing nearly a million 
a year in the late twenties, the result was intense competition in the 
industrial labor market and the crowding of workers into commerce 
and the services. 

Meantime agriculture on the whole retained its primitive organiza- 
tion and techniques. It was comparatively unaffected by the social 
and technological changes so apparent in urban areas. As already 
observed, the principal growdh after 1920 took place elsew'here. The 
governments of the time continued to encourage scientific improve- 
ments in crop methods, which brouglit a slow increase in output. 
Tliey also came to the rescue of the farmer w ith financial subsidies 
and price stabilization efforts in periods of acute distress. But they 
showed little disposition to correct the obvious social inequities in 
agriculture, e.g., to undertake any thoroughgoing reconstruction 
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as regards the fragmentation of land, the conditions of tenantry, or 
the burden of taxation and debt. 

Any real program to raise per capita productivity in agriculture 
by enlarging and mechanizing Japanese farms, indeed, faced the 
dilemma that disjilaced workers would intensify economic pressure 
in nonagricultural employment. The same issue, in different form, 
was also presented by increasing imports of colonial rice. Here 
Japan found herself with the problem typical of many industri- 
alizing countries. The interests of industry and the urban classes 
favored cheap food from overseas; moreover, it was illogical to at- 
tempt to develo]! the cxilonies and then exclude their produce. The 
interests of tlie Japanese farmer, however, argued for restriction. 
And this was supported by military considerations: the peasant w'as 
regarded as tlie backbone of the nation. The controversy which de- 
veloped over this issue was reminiscent of the celebrated debate in 
Germany between Adolph Wagner and Lujo Brentano on the 
virtues of tfie In^ustricstaat late in the nineteenth century.^'' In the 
end the government chose a middle course through this dilemma. It 
])ennitted growing quantities of Korean and Formosan rice to be 
imported. It jirotected hotli the cTilonial and the home producer with 
a tariff of 1 yen ])er 100 kin (132 lbs.) on foreign rice. And it at- 
tempted furtiier to balance the interests of produc''rs and consumers 
by establishing maximum and minimum prices in the Japanese rice 
market.'’^ 


77/c Posfzvar Decade: Economic Instability 

While tliis was tlie underlying situation in Japan — and one which 
bred a good deal of pessimism at the time regarding her economic 
future — there were actually wide variations from year to year in 
the fortunes of agriculture and industry. Indeed, a notable char- 
acteristic of the postwar period was the financial instability which 
marked all of it and which culminated in the acute crisis at the end 
of tlie decade. This is not the ])lace to trace the troubled monetary 
history of these years in detail. Yet some understanding of the move- 
ment of prices and exchange, and the factors at w^ork, is essential 
to an understanding of this yieriod. 

aoTherr are strikinp ]mrallels between Japan's economic position in 1930 and 
Germany’s position in 1880. Both bad rapidly growinp populations, becoming steadily 
more urbanized and industrialized and more dependent on foreign trade. See Kmil 
Lederer, “Japan in World Economics,” Social Rfnearch^ vol. 4, no. 1, February 
1937, pp. 1-32. 

31 Under the Rice Control Act of 1921. For a study of this stabilization program 
see Seiichi Tobata, “The Japane.se Rice Control,” in Commoditif Control in the 
Pacific Area, ed. W. L. Holland, Stanford University Prcs.s, 193.5, pp. 1.57-97. In 
November 1930, the tariff on foreign rice was raised to 2 yen per 100 kin. 
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Instability of Farm Prices. First it should be observed that in- 
creasing integration in the world’s economy had brought a growing 
sensitivity on the part of Japanese prices and incomes to the tides 
of world prosperity and depression. Ow'ing to the predominance of 
the American market for Japanese exports, Japan was especially 
influenced by the postwar boom which developed in the United 
States; equally b}^ the crash which followed. 

Moreover, the growing commercialization of the Japanese econ- 
omy meant that dislocations at one point were transmitted to other 
parts much more pervasively and speedily than in the earlier days 
of localism and self-sufficiency. Japan’s working ])opiilation was 
now’ producing largely for the market, as a result of the transforma- 
tion of the previous half century. This meant that they had become 
involved in the network of financial relations characteristic of a 
capitalistic economy. Kven in agriculture this was true, for not less 
than 60% of the average farmer’s produce was now sold for cash.®' 
On the proceeds of such sales he dependetl for income to meet such 
expenses as fertilizer purcliases, debt charges, and taxes. He also 
had to pay in money for a growing fraction of his food and other 
items of family consumption. 

Yet it w^as in agriculture that the price swings of the ])ostw'ar 
period were especially pronounced. The efforts of the go\ eminent to 
stabilize the prices of leading sta])les met with only limited success. 
The price of rice, for example, taking the ^I'okyo average* for 1014 
as 100, rose to 274 in 1020. Following the crash of M.uch 1920 it 
dropped by more than one half within a twelve-moiith period, lie- 
covering to 257 in 1025, it again began to decline in succeeding 
years. By 1931 it had sunk to 111. Raw’ silk was even more unstable. 
From a postwar high of 222 in 1925, it droj)])ed to 151 in 1029. By 
1931 it had plummeted to 67. Meanwhile the farmer's operating 
expenses and his co.st of living failed to decline in proportion. As 
his standard of living was meager at best, such fluctuations meant 

a-Ofluial surveys in 193.1 indieatrd that about of the furriier's nprieultural 

income, of his other income from subsidiary source'., »nd Oir'r of his totiil in- 

come were in cash. F.ven in thi ense of rice, about .W'/r of the t »tnl crop whs sold 
in the niarkct during the years 192.5 29 Tohata, o/» ri7., p Ui.'i. Many writers hiivc 
exaggernted the degree oi family .self-suflicicncv in the pcasimt econninies of the 
Orient, even in advarue of any significfint industriali/ation. It H. Tawnev cites 
evidence to show that in riiiiia at thi.s time farmers typically sold over halt of their 
crops on the market, and purchased more than one (piarter of the goods they con- 
Mirned. Land and Labour in China^ I.ondon, 19.32, pp. .5.1-.5.5. 

3*'rhis is especially true of production costs in agriculture during a period of 
rapid jiricc changes, ('osts are incurred through the growing season and bear no 
necessary relation to the selling price of the crop after the harvest. 'Fhe ratio of 
the index of agricultural ))rices to the index of prices of industrial products con- 
sumed by Ja])anese farmers fell from 100 in 192.5 to 73 in 1931. Mitsubishi Economic 
Research Bureau, Japanese Trade and Industrp^ London, 1936, p. 170. 
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the difference between solvency and bankruptcy. After 1929 the 
burden of farm debt, taxes, and rents became progressively heavier 
and was a principal factor in spreading political unrest through the 
countryside. In 1930 it absorbed two thirds of the net income pro- 
duced in Japanese agriculture.^* 

This instability of farm prices was the more marked because of 
certain characteristics of primary production. These characteristics 
were by no means peculiar to Japanese agriculture. Nor were they 
of recent appearance in Japan. But they were of notable significance 
in the functioning of the Japanese economy at this time because of 
the continuing importance of agriculture. 

For one thing, rice yields are heavily dependent on the weather, 
being easily^ affected by droughts and typlioons. The records of wide 
variations in rice crops and prices go back to Tokugawa times 
and earlier. They arc all the greater in Japan because the country 
is small and climatic changes are apt to be fairly uniform over much 
of the crop area. The years after World War I witnessed first a 
series of abundant harvCvSts in the years 1919, 1920, and 1922; then 
a fairly steady run of crops in the middle twenties, followed by 
large harvests from 1927 to 1931* The latter drove prices down to 
ruinous levels. 

Kqually important, agricultural production is generally insensi- 
tive to a fall in prices, being a matter mainly of the labor of the 
farmer and his family. Both rice and silk tended to be characterized 
by inelasticity of supply in response to falling prices, especially as 
alternative occupations to attract labor from the farms were largely 
lacking. Indeed, in the case of silk, it would appear that declining 
prices served for some years to increase cocoon production as the 
farmer sought to maintain his aggregate income. From 1925 to 
1931 cocoon prices declined by more than two thirds, but output 
rose 25%. 

EiVchancjc ami Banking Disorders. In addition to these special 
factors in agriculture, there were other financial circumstances of 
the postwar years which contributed to the difficulties of the Japa- 
nese economy at this time. In industry the World War boom left a 
heritage of inflated capital values and high operating costs. Coupled 
with tlie monetary y)olicy pursued by the government, this introduced 
an element of chronic maladjustment and financial uncertainty both 
within Ja])anesc industry and banking and in their relations over- 
s' ApricuHiiral net product was 1,883 million yen, aecordinp to the Cabinet Bureau 
of Statistics. Tnlercsi, taxes, and rent arc estimated to have amounted to 1.259 
million ven. Mo’-e thnn half of the latter amount i.s believed to hnve been paid over 
to absentee landlords, banks, the government, and other recipients not dSrectly 
eii'raged in agrictltiire. U.S. Department of State, National Income of Japan^ Wash- 
ington, 1945, pp. 161, 171. 
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seas. Though these circumstances did not prevent a substantial 
growth of industry in size and maturity, they did bring periodic 
interruptions and setbacks. In the end they reinforced the (ireat 
Depression which came with the collapse of world prosperity at the 
close of the decade. 

In retrospect, these financial disorders appear to have been due, 
first, to the failure of the business community and the government 
in the early twenties to stabilize Japanese prices, costs, and ex- 
change rates at a level which would maintain equilibrium in the 
Japanese balance of payments. Through most of this })eriod it 
seems likely that the yen was overvalued in foreign currencies. 
The early })ostwar years, 1920-22, were characterized by a huge 
deficit on current account. Ivxports declined more sharply than im- 
ports, and ship earnings dropped by two thirds from 1918 to 1921 
as w’orld trade returned to a more normal, peacetime basis. This 
deficit was further increased by large imports for reconstruction 
purposes after the eai thquake in 192J. The yen was maintained in 
the neighborhood of its prewar dollar parity only by using up most 
of Japan’s huge short-term credits and specie balances remaining 
abroad at the end of 1920.''’ After 1924 the situation improved 
as tlie yen was allowed to fall for a time to a level around $0.40. 
Exports pronq)tly rose in 1925 to an all-time high. But tliey 
slumped again when the yen recovered nearly to parity ($0.4985) 
late ill 1920. Concurrently prices in .Fa}>an dropped steeply, ])re- 
cipitating a banking crisis. 

The bank ])anic of 1927 brought into jirominence a second and 
related source of financial difticnlty. Basically this was a weakness 
in Japanc.se banking structure and practices, especially a reluctance 
to liquidate wartime \ allies which had persisted in business and 
official circles ever since the slump iri 1920. At that time the Bank of 
Japan had rushed to the aid of banks and business with liberal loans. 
The government likewise lent iti, support to commodity markets. 
Recovery was rapid, but as a result Japan entered the postwar era 
with internal costs and ])rJces high relative to international prices. 
This situation, together with the earthquake of 1923, and the policy 

as wSec Furu\a, op.cit., chaps. 4-, 5. 

a«With the removal of the Ignited State.s embargo on gold exports in June 19111, 
Japan brought home a part of her foreign .specie halancr.s. At the end of 1920, 
1,116 million yen of specie wn.s held at home by the government and Bank of 
Japan and 1,062 million abniad. The foreign balance was rapidly drawn down 
in suh.sequent years to finance import .surplu.ses, so th.it by the end of 1921 only 
326 million yen was left. Doinestic holding.s remained virtually intact through the 
twcntie.s, hut were drawn upon heavily in 1930-.31 during Japan'.s brief and ill- 
fated attempt to remove the gold embargo and return to the gold standard. An- 
nual figure.s for Japan's specie holdings from 1871 to 1929 are given in Nippon 
Keizai Tokei Sokan, cited, p. 347. 
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the yen at the expense of the country’s foreign balances, 
accounted for the enormous import deficits of these years. 

In addition, the banks were heavily burdened with frozen assets 
still carried on their books at inflated values. In 1922, when a minor 
bank crisis occurred, and again on a larger scale after the earth- 
quake, the central bank and the government once more adopted a 
liberal lending policy. They continued for some time thereafter the 
credits extended. A write-off of bad debts and reorganization of 
capital structures were thus further delayed. In 1927 matters finally 
came to a head. A number of banks crashed, among them the Bank 
of Formosa and one of the five largest private banks. A general 
moratorium had to be invoked. Subsequently many banks and many 
trading and industrial concerns were liquidated, reorganized, or ab- 
sorbed by competitors better able to weather the strain.®^ 

Concentration of Controls. The financial disorder of this period 
ap])cars to have been traceable in some degree to tlie power and in- 
dependence of iTapan’s great business combines, the zaihatsu. *At 
the same time it tended to concentrate economic control still further 
in their hands. The zaihatsn held an important position in Japanese 
b«nking and finance, but their interests in early postwar years were 
still predominantly industrial. G. C. Allen, a close student of this 
period, concludes that these interests led them to resist the deflation- 
ary ])olicy which seems to have been called for on technical, financial 
grounds.'^’ Their opposition was the more effective because of their 
influence witli the Diet and the bureaucracy, and their comparative 
inde])endence from central bank control. Yet the government au- 
thorities, with few excej)tions, appear to have shared with business 
circles a persistent bias in favor of cheap money and liberal lending 
through most of the ])criod after 18f>8. (See below, pages 512ff.) 

I'hese great family combines grew' steadily in size and power dur- 
ing the war and postwar years. Already dominant in the more 
modern sectors of the Japanese economy, the}' now extended their 
control indirectly over an increasing share of small-scale commerce 
and manufacturing. Tf'hrougli an intricate, pyramided structure of 
intercorporate, ])ersonal, and political ties, the larger combines, 
notably Mitsui and Mitsubishi, developed into huge agglomerations 

3’ The weaknesses of .Tapanese hanking organization and practices at this time 
are discussed in Mitsutaro Araki’.s Financial Sjfittetn in Japan^ Tokyo: Japan Council, 
Institute of Pacific Relations, 19.33, pp. 2.3-31 Araki remarks that Japanese financial 
crises (before 1933) were due to “Uie excessive profit-making activities of banks.” 
But he also blame.s the government. “In fact . . . the Government, misled by the 
beniitifiil name of restitutions given to bank.s, jiromi.sed them implicitly that it 
would help therr. .should they fail, and . . . thus armed by Government promise of 
economic aid, they rushed into profit-making activities.” 

38 A Short Economic History of Modern Japan, l.ondon, 1946, p. 94. 
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of heterogeneous enterprise — trading, shipping, banking, insurance, 
real estate, mining, manufacturing, and colonial undertakings. As 
described in Chapter 4, this concentration of control had been 
facilitated from the beginning by close association with the military 
oligarchy and the civil bureaucracy; also by the complete absence 
of antitrust laws and other public restraints on the exercise and 
perpetuation of monopolistic power such as developed in the United 
States and England with the growth of the corporate device. Now 
it w'as accelerated by postwar financial difficulties like the bank 
crisis of 1927. These eliminated thousands of smaller and weaker 
concerns w'hich were less well equipped than the zaihatsu companies 
to take losses, cut costs, and readjust to the new' situation. 

The decade of the twenties w'itnessed a large reduction in the 
number of small banks. While aggregate bank de])osits increased by 
one quarter from 1920 to 1929, the number of banks declined from 
2,041 to 1,008.^“ Financial pow'er came to be centered increasingly 
in a handful of great private banks and trust companies, along with 
semiofficial institutions like the Bank of Japan, Industrial Bank, 
and Yokohama Specie Bank, in which the former also had influ- 
ential representation. These private banks with theii* numerous 
branches were largely ow'ncd or controlled by the zaihatm. Their 
key position in the Japanese economy was enhanced by the typically 
close relations betw'ecn commercial l)anks and industrial concerns 
in Japan. The absence of a capital market for public issues made tbe 
banks the chief external source of private capital for business firms. 
The zaibatsn banks were also relatively free from bank inspection 
and other forms of government regulation.'*" Tied in as they were 
w'ith all sorts of affiliated concerns, they w'ere j)ow’erful instruments 
for eliminating and absorbing their smaller competitors and those of 
tlieir sister companies. Thus they served steadily to extend tbe 
dominion of the family partnerships or holdi?ig companies at the 
top of the combines. 

Probably no other modem industrial society organized on the 
basis of private property lias offered a comparable display of tbe 
unrestrained “pow'er of bigness,” employing all the devices of mo- 
nopolistic control. The single qualification — and an important one 
— would seem to be the comparative rarity of actual market monop- 
olies in individual products. Usually two or more of the giant com- 

39 Nippon Teikoku Tokei Nenknn^ cited, no. 50, 1931, ]>. 138. 

<9 l/cspite the hankinir .standards prescribed by .T.'ipanese law, the principal znUntt»u 
banks were not inspected at all from 1928 to 1935, and Iheir books were exarnined 
only once from 1928 to 1915. The law vested wide discretion in tbe minister of 
finance, who in prewar years commonly had personal zaibnf.su afliliations. LJ.S. De- 
partment of State, Report of the Misaion on Japanese CombineSt Washington, 1946, 
part 1, I']). 53-56. 
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bines were found in more or less active rivalry with each other and 
sometimes with a host of small producers. The same combines, how- 
ever, tended to dominate a numlier of fields of industry and trade. 
This situation of oligopoly probably encouraged the maintenance of 
])rices and profits above the level to which they would have been re- 
duced by a more atomisiic type of competition. As a group, in any 
case, the zaibatsu and their satellites dominated the more modern 
sector of the Ja})anese economy. With controls ramifying outwards 
from tlieir nuclei of great financial, industrial, and trading con- 
cerns, tlioy presented the most extreme contrast to the small-scale 
])attern of organization which persisted in agriculture and even in 
a large proportion of Japanese m«anufacturing and commerce. (See 
Chay)ter 4.) 

Tlie institution of the zaibatsu contributed greatly to the rapid 
accumulation of capital and modernization of technology which un- 
derlay Ja})an’s industrial development. It enabled Japan to reap 
certain economies of large-scale organization, even where the pro- 
duction unit remained small; it placed the direction of large .sectors 
of the economy in the hands of able technicians and executives em- 
])loyed by the combines; it afforded a device by wliich industrial 
investment was accelerated through the ploughing back of huge 
profits accruing to tlie owners. 

On the otlier hand, if the concentration of control in Japanese 
industry and finance was progressive in these technical aspects, its 
social aspects were less admirable. It w’as one of the factors per- 
petuating inetjualities of income and opportunity in modern Japan 
almost as wide as those of feudal times. It carried over into modern 
indiistrv the tradition of hierarchical status and authoritarian con- 
trol which was inimical to political and social democracy. Bv hamper- 
ing the pervasive growth of independence and individual initiative 
in economic life it reinforced other circumstances militating against 
the emergence of a broad and sturdy middle class, or a vigorous trade 
union movement. And in politics the plutocratic alliance of the 
zaibatsu and the political parties contributed eventually to the 
defeat and discrediting of parliamentary government after 1930. 

It is widely assumed today that the introduction of modern tech- 
nology to raise the productive power of “backward” peoples will it- 
self bring democracy and peace. Japan’s experience hardly sup- 
ports this thesis — c*ven over a span of fifty years. For she acQuired 
modern industrialism without a corresponding growth of liberal 
movements such as have emerged in countries wdth a more demo- 
cratic tradition to harness this power in pursuit of welfare goals. 
The latter trend was by no means absent in the prewar years, to be 
sure. In the twenties especially, Japanese liberalism asserted itself 
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with increasing vigor despite the heritage of authoritarian govern- 
ment so firmly entrenched in the Constitution of 1889. However, its 
power base remained essentially weak, and its programs compro- 
mised by the interests of the business oligarchy. In the end it proved 
inadequate to withstand the resurgence of the military after 1931. 
For this there arc many reasons, including the impact of the forces 
let loose in the outside world b}" the Great Depression. But one 
major explanation is to be found in the realm of economic organiza- 
tion. Here both tradition and circumstance combined to concentrate 
controls over wide sectors of industry, commerce, and finance, and 
prevented the creation of a firm economic foundation for political 
and social democracy. 

The growth of combines and cartels after World War I also gave 
rise to structural changes in the Jaj)anese economy which con- 
tributed to the financial maladjustments of the })eriod. Specifically, 
it weakened the forces of domestic and international competition 
in certain sectors of the economy where previously they had been 
dominant. As in other industrial nations, this evolution brought 
w'ith it a certain loss of flexibility, an increasing element of rigidity 
in the determination of prices and adaj)tation of resources to chang- 
ing conditions. Attempts at monopolistic }>rice controls and re- 
straints on output, though often attended with little success, were 
now’ observable in industries like })aper, cement, copper, coal, dye- 
stuffs, and chemical fertilizer. They were made more feasible than 
before by increasing freedom from foreign competition in the tlapa- 
nese market, especially after the tariff was revised upwarfls in 192fi. 
And they w^ere rendered more attractive by inflated capitalizations 
and productive ca])acities left in the wake of World War I. It would 
be easy to exaggerate this structural change in the Japanese econ- 
omy before 1930. Yet one can see in the twenties the beginnings of 
a process which was to develop much more fully in the succeeding 
decade under the stimulus of th.e depression, the devaluation of the 
yen, and later the requiremei»ts of a war economy. (See (Jia|)ter 10.) 

Collapse of the Yen. In concluding this narrative of the twenties, 
it remains only to rccoi'd the events which brought the de(*ade to a 
dramatic close. With the advantage of hindsight it is possible to 
see the onset, as far back as 1920, of the deflationary pressures 
which w’ere to reach a climax in the w'orld de])ression of 1929-32. 
Following the bank crisis of 1927, however, the Ja])anese economy 
seemed financially in a sounder position than before. Manufacturing 
and trading activity was buoyed up in the two succeeding years by 
easy money conditions and by prosperity abroad, especially in the 
United States. Industrial production rose 23^^- from 1920 to 1929, 
and exports almost in proportion. 
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The Minscito government which assumed office in 1929 thereupon 
determined, under the leadership of its finance minister, the vigorous 
Mr. J. Inouye, that greater exchange stability and prestige should 
be sought through returning to the gold standard at the old parity. 
It prepared itself to undertake whatever measures of retrenchment 
were necessary to this end. Accordingly, government expenditures 
were cut, and industry was encouraged to cut costs through ration- 
alization measures. In January 1930 the gold embargo was lifted. 

The moment could hardly have been more inopportune for stabili- 
zation along orthodox lines. The return to gold would doubtless 
have called for some deflation in any event, as Japanese domestic 
prices were still relatively high. But now' world commodity prices 
had already begun their steep descent from postwar levels. This 
greatly intensified the deflationary strain in Japan. Wholesale 
}>rices, liaving already declined 20% from the end of 1925 to the 
end of 1929, proceeded to drop another 20% in the next tw'elve 
months." Agricultural staples, notably rice and silk, fell even more 
firecipitately under the influences of shrinking monetary demand 
and a series of bumper crops. 

As ])revi<nisly observed, the impact upon the rural population was 
calamitous. From 1925 to 1930, according to surveys of the De- 
partment of Agriculture and Forestry, gross income per agricul- 
tural household declined 4*0 to 45%. Net income after deducting 
working expenses shrank by one half or more. The farmer’s cost 
of living meantime declined only 26%. Thus his real income, meager 
iji the best of times, was reduced by something like one third.^* 

In fFapan’s balance of payments tlie repercussions were also seri- 
ous. With the removal of the gold embargo early in 1930 gold ex- 
ports were resumed. They far exceeded Mr. Inoiiye’s expectations." 
The bottom drop]H'd out of the exjiort market as the value of ex- 
ports declined 50%- from 1929 to 1931, again mainly as a result of 
tlie collajise of prices. The Min.seito government nevertheless strug- 

■*i I'hr rt*lati\c .severity iif the deeliiie in Japan is indicated in the following 
indices of wholesale prices (UU.’t ~ UMi, exeept for India, where 1914- = 100): 
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Figures from Stotintiral Yearbook of the League of Natione, l934fSr>^ Cleneva, 1935, 
p]>. 2‘J7~‘J9. 

Japanese Trade and Induitry^ cited, pp. 171-72. At mo.st these figures are only 
approximations, hut they illustrate the forces at work. 

<3 M. Takita, ‘Mapan’s (Jold Embargo IJfted and Ileimpo.sed," in Oita Com- 
mercial College, Research Department Bulletin, December 1932, p. 29. 
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gled on with its “no loan” policy. Increasingly it inciiiTcd the 
enmity of the Army over its opposition to military expenditure. At 
the same time it lost popular favor as the plight of the country went 
from bad to worse. 

In September 1931, England abandoned the gold standard, and 
the Kwantung Army launched its attack in IManchuria. The one 
event created fresh difficulties in the export trade, and started a 
flight from the yen in which the authorities fought a losing rear- 
guard action against the speculators. The other spelled the doom 
of political liberalism and financial orthodoxy at home. In December 
the government of Premier Wakatsuki was swept out of office. The 
gold embargo was reapplied, and the yen fell precipitously. Early 
in February military fanatics murdered Mr. Inouye, the architect 
of the ill-times policy of deflation and one of tlie ablest leaders 
of the now demoralized Minseito. Ironically he paid with his 
life not so much for the damaging economic consc(]uences of de- 
flation as for his courageous opposition to Army expansionism on 
the continent. The two factors were associated together, however, 
in the ascendancy of the military and the discrediting of party 
government. 

Trade y Armament y Industrial 
Expansioiiy 1980-38 

The decade of the thirties was dominated by two sets of forces 
now placed in motion. One w'as the great boom in industrial expoi'ts 
which followed upon the collapse of the yen. This gave fresh impetus 
to the growth and diversification of Japanese manufacturing and 
trade, while presenting the wwld wdth acute problems of coiU' 
mercial dislocation and rivalry in the markets where Japan's ex- 
port drive was concentrated. The second was the recrudescence of 
Japanese militarism, culminating finally in the Pacific war. 

For a time the Japanese economy was able to sustain both courses 
of development, contradictory as they wTre. Tlie twofold demands 
placed upon it drew hitherto idle resources into employment, and 
revealed an unsuspected potential in technological advance and pro- 
duction achievements. Initially, indeed, the expansion of peacetime 
trade and industry supported and reinforced imperialist aggression 
by building up national income and industrial strength to unprec- 
edented levels. In the end it was destroyed hy the militarism which 
it fed. For the mounting ambitions of Japan’s military leaders 
finally wTccked her civilian economy after 1936, just as they had 
suppressed and discredited the liberalism w'hich had accompanied 
the growth of that economy in earlier years. 

Invasion of World Markets. The most conspicuous feature of 
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the early thirties in Japan, so far as the rest of the world was con- 
cerned, was the boom in Japanese exports after 1931. The im- 
mediate stimulus came from the swift depreciation of the currency. 
From U.S. $0,494 in November 1931 the value of the yen plummeted 
to $0,207 a year later. With the devaluation of the dollar in 1933, 
it recovered to the neighborhood of $0.30 (or Is. 2d.). Here it 
remained until 1939. 

The bounty thus conferred upon Japanese exports — in part a 
correction of the previous overvaluation — brought a soaring ad- 
vance in sliipments of Japanese goods all over the world. From 1930 
to 193(5 exports to foreign countries increased from 1,435 to 2,641 
million yen. Their })hysical volume increased even more rapidly 
than iheir value. For export prices (in yen) dropped 24% in 1931, 
and despite currency depreciation had failed to return to their 1930 
level by 1930. The volume of exports nearly doubled in six years. 
Aleanwlnle sales to the colonies (Korea and Formosa) advanced 
even more rapidly, so that total overseas exports, valued al 1930 
prices, rose by 104%.** 

'I'extile manufactures, long dominant in Japan’s export trade, 
again led the way in this new penetration of world markets. But 
there were conspicuous shifts within this category, as w^ell as a 
decliiu* in its relative importance. Raw' silk failed notably to share in 
the reco\erv. Hard times in the Tmited States, coupled with rising 
competition from synthetic fibers, exerted a severe drag on any re- 
vival of silk prices. Sliipments continued at a high level, but their 
yen value was only half what it had been a decade earlier. 

By contrast, Ja])aru\se cotton goods spread rapidly through for- 
eign markets; the production and exports of rayon textiles both 
mounted steeply for the first time; and Japanese wwlens al.so w’on 
a sulistantial foothold abroail. By 1936 Japan had become the 
world’s jiremier exporter of cotton jiiece goods. Sales reached 2,710 
million srjuare yards valued at 473 million yen. Textile yarns, 
fabi lcs, and clothing as a group now’ provided 1,570 million yen of 
exports, or 58% of total exports to foreign countries. Before the 
displacement of silk, however, they had supplied nearly three quar- 
ters. Although now' more diversified, and more advanced in manu- 
facture, they were also more dependent on imported materials (cot- 
ton, wool, rayon pul])). Taken together, therefore, they yielded 
less to the country j)cr yen of exports than in the heyday of Japan’s 
great staple, raw silk. 

** U.S. Dc]>artiTicnt of State, The Place of Foreign Trade tn the Japanese Eron- 
nwi/, Washin'zton, 1946, vol. ii, p]). 24, 33. This invaluable study integrates the sta- 
tistics of foreign and colonial trade, giving a detailed analysis of Japan's trade 
dependence during the prewar decade. 
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The trend toward export diversification was also reflected in the 
rapid expansion of nontextile exports, likewise consumer goods for 
the most part. Among them were toys, pottery, brushes, hat braids, 
rubber tires and shoes, electric lamps, canned fish, and miscellaneous 
manufactures of wood, paper, and celluloid too numerous to men- 
tion. Cheap Japanese wares of these varied kinds soon became a 
familiar sight through tlie bazaars of the Far East and on Wool- 
worth counters in the I'^nited States. Metals and machinery also be- 
gan to rise to prominence in the export trade, stimulated especially 
by large ca])ital construction programs in Manchuria. In 19f36 
sucli exports reached 354 million yen, of wliich about one half rep- 
resented machinery, vehicles, and scientific instruments. Only in 
cheap metalwares, bicycles, and the siin])lcr types of machinery and 
electrical equipment, liowever, could Jay)an yet compete in the open 
market. 

Meanwhile the export boom, and the domestic revival which ac- 
companied it, brought a steady rise in im])orts. Purchases from 
foreign countries advanced from 1,542 million yen in 1930 to 2,753 
million yen in 193(5. The inqmrt price index rose 31 7^, so that the 
actual volume of imports increased about one tliird. Most of this 
increase was in imports of cotton, wool, rayon ])ulp, ])etr()leuni, 
iron and steel materials, and nonferrous metals. Raw materials now 
comprised nearly two thirds of all imports from foreign countries- ■ - 
about the same share as that held by manufactures in the export 
trade. Although the Japanese engineering industries marie rapid 
.strides in technical proficiency, the large ex[)ansion in plant capacity 
taking ydace in Japan induced heavy purchases of machinery ami 
vehicles. Plainly they cfinu* from the United Stales. Imports also 
continued to provide some 10 to 157^* of the country’s net require- 
ments of food and fertilizer, after deducting exports. They ^^ere 
divided about equally between foreign c.o’mtries and the »la])anese 
colonics, the share of the latter being maintained hv jireferential 
tariffs at a high level. 

This ex])ansion of imports and exports was accompanied hv 
significant changes in the legional distribution of Japan's trade. 
Whereas tlie United States took 42% (by value) of tier exports in 
192(5, its share had declined to 22% in 193(5, owing to the fall in 
silk prices. Meanwhile exyxirts of manufactures to (’hina, India, and 
other countries of Asia increased; they found a growing market 
in pAirope, esyx'cially in Britain; and they invaded new markets 
throughout Africa, South America, and Oceania. Asia alone now 
took as much as 63% of all Japane.se exports, if Korea and Formosa 
are included along witli foreign countries. (Table 34.) 

Certain countries, y)articularly the United Kingdom, felt keenly 
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the pressure of Japanese competition. Others found new markets 
for raw materials and equipment in Japan which could only in 
part be said to have rc})laced former markets elsewhere. This was 
especially true of the United States. She now supplied large quanti- 
ties of cotton, petroleum products, iron and steel, machinery, copper, 
and lumber to Japanese industries engaged in the manufacture of 
consumer goods, munitions, and ydant equipment. By 1936, in fact, 
Japan was absorbing half of all United States exports to Asia— or 
as much as the whole continent of South America.*'^ 

The balance of trade with the United States, long heavily in 
Japan’s favor, now' reversed itself. A credit balance of 167 million 
yen in 1927 was converted into a deficit of 244 million yen in 1936. 
(I’able 35, below.) Simultaneously Japan’s former deficit in trade 
with Asia changed to a large credit balance. The facility of this 
change underlines the important fact that Japan w'as only able to 
build up her ])rcw'ar foreign trade to such heights by capitalizing 
on the world’s multilateral trading system. This enabled her thus 
to buy and sell according to economic advantage, offsetting bilateral 
balances in the world money market. Paradoxically, it might be 
added, Japan now bought more4“rom the Ibiited States because she 
could now' sell less. I’he decline of the once great silk market had 
set in motion a train of events w'hich brought a drastic reorientation 
of her trading relations all over the world. (For a fuller analysis 
of Jaj)an’s dependence on overseas trade, see below. Chapters 6 and 

7.) 

The flooding of Jaj)ancsc goods into foreign markets after 1931 
brought frantic outcries in the West. IMost other countries, includ- 
ing Japan's major industrial competitors, were struggling in the 
slough of depression. This was, indeed, one of the reasons for the 
ready appeal of Japanese maiiiifacturcs. 3’heir cheapness enabled 
them in some degree to tap levels of consumer demand below the 
reach of higlier-priced Furopean and American goods. But they also 
cut deeply into established markets, especially those of Lancashire. 
And elsewhere, as in the United States, though they remained small 
in volume, their unsettling effects spread uncertainty and alarm 
just when governments were attempting to put a floor under prices 
and wages, or at least to reserve shrunken markets for home pro- 
ducers. Antagonism was further increased by tlie political reaction 
to the Japanese Army’s concurrent invasion of China. Only in 
China itself, however, did popular boycott reach substantial pro- 
portions. This W'as countered by steady Japanese encroachments 
upon China’s territorial and administrative integrity in the north. 

See the author’s Trade and Trade Rivalry between the United States and 
Japan, New York: AincnVan rouncil. Institute of Pacific Heintions, 1936. 
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Almost everywhere else, after 1932, tariffs were raised or quotas 
established against Japanese goods. Probably they were most effec- 
tive, and least justified, in the colonial markets of Asia and Africa 
controlled by the other industrial powers. Where Japan happened 
to buy more than she sold, as in Australia and India, she was not 
without bargaining power to defend her export interests. In the case 
of India, for example, she was able to conclude an agreement in 
1934 providing for the purchase of 1 million bales of Indian cotton 
against the sale of 325 million yards of Japanese cotton piece goods 
in the Indian market.^" And in some cases she was able to mitigate 
foreign restrictions b}^ imposing voluntary controls through her 
own export guilds, or through temporary “gentleman’s agreements” 
limiting shipments. (See below, Chapter 10.) But the rise of trade 
barriers aroused fear and resentment among the Japanese. Despite 
the spectacular expansion of trade actuall}^ achieved, and tlapan’s 
obvious economic interest in supporting the kind of world trading 
system which w’ould permit its continuation, her militarists were 
quick to make pro])aganda out of the situation. It was now easier 
to summon economic arguments to sujiport a drive toward the il- 
lusory goal of self-sufficient empire. 

In retrospect, the near hysteria aroused abroad by ihe Japanese 
“trade menace” seems to have had little justification. At its peak 
Japan’s total export trade w’as less than 4% of world exj>orts. IVIore- 
over, the expansion of the thirties did not rej)resent some new and 
unlimited competitive powTr suddenly acquired by Japanese in- 
dustry. Nor could it be attributed simply to low-wage Oriental labor, 
against which the higher-standard countries were lK*l])less to com- 
pete. Japanese labor had always been miserably paid, judged bv 
Western standards. The new circumstances which now' strengl honed 
its competitive ability in certain lines .vere the marked gains in 
technical efficiency and business organization achieved through the 
decade 1926-36 and the violent dislocation of costs, ])rices, and ex- 
change rates precipitated by the Greo.t Depression. It was the con- 
centrated impact of Japan’s export drive, botlj in time and in 
particular types of manufactures, which created the probUnn. 

Currency depreciation in the Japanese case seems to have had 
unusually acute and prolonged effects througli these y'cars. The 
matter is too complex to examine here. But the reasons are associated 
with certain characteristics of Japan’s economic structure, as w'ell 
as the circumstances of world depression. Many Japanese ex[)orts, 
including cotton textiles, required imported raw' materials for their 
manufacture. In 1936, for example, these “dependent industry” ex- 

«« Tokyo Association for Liberty of Trading, Trade Affreements between Japan 
and Some Other Countries^ Tokyo, 1937, pp. 26 ff. 
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ports coiiijirised 60% of all exports to foreign countries and colonies. 
Nearly 40% of their value represented imported materials.*’ As 
compared with raw' silk, w’hich they now tended to replace, they had 
to be exported to a much larger total value before they would yield 
an equivalent amount of foreign exchange to finance imports for 
home consum[)tion. 

The rise in export costs w'hich might have been expected to follow 
from the depreciation of the yen in 1931-32 was retarded by several 
factors. Huge stocks of cotton w'ere purchased by the Japanese at 
rock-bottom prices in the early years for subsequent use. This de- 
layed foi* a time the effect of currency depreciation upon production 
costs in the cotton industry. Labor costs in export industries were 
also held down by extensive rationalization of ])roduction processes 
and business organization, and even more by the acute depression 
whicii gri])f)ed Japanese agriculture. Average wage rates in industry 
remained virtually stationary from 1931 to 1937. Far less than in 
Kngland was the worker’s standard of living dependent on im- 
ports. J^xcept in clothing, therefore, the Japanese cost of living 
failed to rise significantly in direct response to the fall of the yen. 
Finally, many branches of the export trades w'ere fiercely competi- 
ti\c, being crowded with small industrialists and merchants. The 
benefits of depreciation a])pear to have been passed on in large de- 
gree to the foreign consumer in the form of low'er prices. Under con- 
ditions of w'r)rld-w’idc depression, the overseas demand for these cheap 
nianiifaclures, whether in high- or low-income countries, seems to 
have been highly elastic, 

I'\)r these reasons, too, Japan’s net gains from this trade boom 
W'ere less substantial than the trade figures themselves might sug- 
gest. The Years 1930-36 saw' a marked deterioration in the terms 
of trade, both with foreign countries and with tlie colonies. By 1936 
the ratio of export to import prices was only 74% of 1930. (See 
Table 26, below.) 3’he ratio had become even more unfavorable if 
we compare the prices of “originated exports” (the quantum of 
domestic producti{)Ti embodied in exports, after allow'ing for im- 
ported materials used) with the prices of imports retained for home 
consumption and investment. This exchange ratio had dropped to 
65%. 3’hus 50 /J- more Japane.se production had now to be exported 
to pay for a given value of retained imports. Although the volume 
of exports nearly doubled, retained imports increased only 27% in 
the six-year ])?riod.^'’ Only in part was this loss offset by technical 

The Place of Forciqn Trade in the Japanese Economy, cited, vol. i, pp. .30, 32. 
^f^ihid., pp 12, 20, 32. Alxiut one quarter of .lapan’.s total imports at this time 
were used in exports, or offset by exports of comparable types. The balance was 
available for home consumption and investment. 
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gains reducing the amount of capital and labor embodied in exports. 

Reflation and Armament, Meanwhile, at home, other policies re- 
inforced the expansion of industry. No country, in fact, pursued a 
more successful policy of rapid industrial recovery after 1931 — or 
one which ultimately ended in greater disaster. 

The ill-timed retrenchment program of TMr. Inouyc was now 
abandoned in favor of monetary expansion. Under the direction of 
the veteran finance minister, Korekiyo Takahashi, rising armament 
expenditures were met by deficit financing — “red ink bonds,” as 
they were called. This steadily enlarged the monetary su])})ly. The 
Army had launched its Manchurian enterprise and reestablished its 
grip on the levers of power in Tokyo. Increasing sums were now de- 
manded for war operations, and for military and naval exj^ansion. 
On top of this was the huge program launched to develop the basic 
resources of the new puppet state of Manchukuo. 

The requirements of the armed forces were skillfully met by Mr. 
Takahashi tlirough the flotation of government loans and encourage- 
ment of credit expansion at low interest rates. From 1930-31 to 
1936-37 national government expenditures in the general account 
rose from 1,558 million to 2/282 million yen — nearly a 50<’r> in- 
crease. Four fifths of this increase went to the Army and Navy, 
revenues increased comparatively little, and from 1932 to 1938 
there was an inflationary gap of 600-800 million yen each year, 
covered b}' borrowing.^'* Interest rates declined, while the nstional 
debt nearly doubled. It rose from 6 billion to over 10 billion yen. 
This was .still a relatively modest sum, however, absorbed by tlie 
banking system without undue strain. Wholesale ])»*ices at the end 
of 1936 stood only 33% above 1930. The cost of living had advanced 
even lc.ss. Altliough the note issue of the Hank of Japan had risen 
30%, bank loans and discounts outstanding remained at about the 
same level. 

Reflation at home thus reinforced the stimulus of yen depreciation 
abroad, without cancelling its effects. Under this double impetus 
Japanese industry forged rapidly ahead. Mining output rose 34% 
from 1930 to 1936; manufacturing, 63/V IMcanwhile wage rates 
recovered only slowly from their depression lows in most industries. 
Average real wage rates, which liad risen as much as 50% from 
1914 to 1926, showed little net advance over the next decade. (See 
below, ])age 144.) The gain which came from the fall in living costs 
during the depression was largely cancelled by the uyiward drift of 

'*'» Bank of .Tapan, Economic Stati*tic» of Japan, lOFiOy Tokyo, Ifl.'SO, pp H6-47. 

so Acrordinf^ to the index of iiidu.strial production of the Keonoinie and .Scientific 
Section, GHQ, Supreme C’-ommander for the Allied Powers, 'Cokjo. Economic 
StatinticH of Jajmn^ cited 1949, p. 231. 
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prices from 19ii2 to 19J36. Such benefits as accrued to workers from 
the industrial boom thus came Iargel 3 f’ in the form of wider employ- 
ment opportunities, particularly for males in industry. Business 
profits reached peak levels, however. They provided huge sums for 
the expansion and reequipment of Japan’s major industries.*^^ 

The progress of different sectors of Japanese industry was never- 
theless uneven. All of. the textile trades except raw silk made sub- 
stantial advances in their scale of production, equipment, and or- 
ganization. Among the big cotton firms, for exam})le, the spread of 
automatic power looms and high-draft spinning brought marked 
increases in output per worker. The smaller weavers specializing in 
diversified cotton, rayon, and silk piece goods for foreign and do- 
mestic markets likewise impn)ved their equipment and capabilities 
through these years. Especially significant for the future was the 
growth of the rayon and staple fiber industry. Here costs fell 
rapidly as the oiit])ut of i-ayon yarn was increased from 17,000 tons 
in 19jio to 125,000 tons in 19.‘k>. The ])roduction of textile manu- 
factures of all ty]>es expanded 25^^ in this six-year period. It rose 
nearly 50 in the decade 192t>-J(). (Sec Table 8.) 

It was chiefly the metallurgical, machinery, and chemical indus- 
tries, however, which mushroomed under the stimulus of armament 
spending and indu.strial construction. C^onsiimer goods production 
in Japanese industry advanced only 83% from 1930 to 1936. By 
contrast, the out[)ut of producer goods jumped 83%,,'® In the 
machinery trades, where })roduction was valued at 1,609 million yen 
in the latter year, .Japan could now supply virtually all her own 
requirements except in the more specialized and advanced types of 
machinery, jiower ]3lant, and metalworking equipment. The expand- 
ing output of fuel and basic materials — coal, .steel, cement, and 
electricity, for example — likewi.se reflected her growing industrial 
ca])acitv. Soda a.sh, caustic soda, dyestuffs, and other basic chcniicals 
advanced two- and threefold in production, some items even more. 

The structure of .Japanese industry continued through this period 
to exhibit the evolutionary tendencies observable in the previous 

M The.se general oonclii.sioiis are verified in substance by wage and employment 
data published by the Uank of Japan and Ministry of Commerce and Industry, 
as weil us indices of retail prices and the cost of living prepared by T. I’veda, the 
Rank of Japan, and the newspaper Asnhi for various years. Different indices, how- 
ever, give .somewhat different re.sull.s. The best e.slimate of real wage trends from 
1914 to 19J3 is that of T. T’yeda and T. Inoguchi in Coat of Living and Krai Wages 
in Japan, 101^~IUS6, Tokyo; Japan Council, Institute of Pacific Relations, 1936. 

Manufacturing corporations averaged profits of 11% on net worth in 1936, 
according to a Mitsubishi survey. Some 37% of these profits were reinve.sted as 
corporate savings. Mitsubishi Kconoinic Research Bureau, Monthly Circular, no. 171, 
January 1938, p. 15. 

53 Oriental Economist, vol. vi, no. 10, October 1939, p. 692. 
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decade. Throughout manufacturing there was a growth in tlic scale 
and efficiency of factory production, despite the persistence of tlic 
small plant of less than 100 workers as the typical establishment in 
all but a few lines. The great firms and combines which had always 
dominated heavy industry increased their prcj)ondcrance. They 
were joined now by several newer financial groups which rose to 
prominence through association w'ith the Army and Navy in the 
expansion of munitions production. In foreign trade, the closer 
integration of the processes of importing, exporting, production, 
shipping, and finance contributed to Japan’s commercial successes, 
especially in cotton goods markets. 

At home the depression of 19 JO-31 gave a marked impetus to 
the formation of cartels. These wx*re now legally sanctioned and 
encouraged by the government under the IVfajor Industries Control 
Law' and Industrial Association Law' of 1931. Government interven- 
tion and control was also extended in several key industries, notably 
iron and steel, electric power, and shipping. In the main, liowever, 
the cartel movement proved largely ineffectual until after 193(), 
when the State began to foster it more actively as an instrument of 
national policy in the transition to war economy. Except in Man- 
churia, w'here industrial development under the aegis of the Army 
follow'cd the pattern of state capitalism from the beginning, Japa- 
nese industry preserved its predominantly private and uncontrolled 
character until the eve of World War II. 

In marked contrast to the flush of industrial pros])erity w'as the 
situation which prevailed in Japanese agriculture. Here, as previ- 
ously observed, the depression fell with crushing impact. At prices 
prevailing in 1930-31 a large section of the Japar.ese farming class 
was insolvent, burdened as it was with hea\y taxes, high rents, and 
a farm debt of 5-6 billion yen. Agricultural oulj)ut incn'ased com- 
paratively little in the years which follow ^‘d. And it was 1935 before 
farm prices climbed back to their predepressioii parity with the 
prices of industrial goods ])urchasecl by the ])easant. In the mean- 
time agricultural distress bred social unrest through the country- 
side, affecting also the Army, which drew' most of its recruits from 
farm families, l^his failed, however, to induce large-scale relief ex- 
penditures, in preference to armament, des])itc the ascendancy of 
military leadership in Tokyo. The government did appropriate con- 
siderable sums in the effort to stabilize rice and silk j)riccs. It also 

*■*0. C. Alien’.*? chapters in The Jndu,s trial hut ion of Japan and 'Mnnrhv\ito, /U.V)- 
19/fO, ed. E. B. Schumpeter, New Ynrk, 1910, pive an admirable account of the 
structure and orpanization of Japanese industry ut thi.s lime. On the development 
of cartels sec also Keizo Fujita, “(’artels and Their Conflicts in Ja])an,’’ Journal of 
the Osaka t^niversity of ('outvierre^ no. in, Decemher lOif.l, pp. (i.5-109. We return to 
these matters again in Chapters 4 and 10. 
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experimented with the readjustment of farm debts, the relief of 
tenancy, the control of fertilizer prices, and even the encouragement 
of emigration to Manchukuo. But these were all makeshifts which 
hardly touched the fundamentals of the problem. (See Chapter 10.) 

]\Iore significant was the acceleration of the long-term drift from 
agriculture into industrial and urban occupations. As before, this 
failed to reduce the farm population. But it did take care of the 
increased numbers seeking gainful employment. Factory employ- 
ment alone increased from 1,886,000 in 1930 to 2,876,000 in 1936. 
By the latter date one in every three Japanese lived in a city of 
30,000 or more; one in four in a city of over 100,000. Mining, manu- 
facturing, and construction taken together now afforded the chief 
occupation for about a quarter of the entire working population, and 
a considerably larger fraction of all able-bodied males. They pro- 
vided ns much as 40% of the national net product, at price levels 
prevailing in 1936. 

Manufacturing alone, including handicraft as well as factory in- 
dustry, accounted for 5 billion yen, nearly a third of the total na- 
tional income. In factory industry, net product was valued at 3.6 
billion yen. Here the traditional supremacy of the textile trades was 
now challenged by the chemical and machinery industries. At the 
comparatively high prices and rates of earnings prevailing in 1936, 
these newer groups each far surpassed the textile industries in net 
value of o\itput. (See Table 39, below.) The most rapid growth 
thus took place in heavy industries which, while serving civilian uses, 
were also crucial in the military realm. Significant for the latter 
purpose, too, was the fact that another large complex, that of iron 
and steel and other basic industries, was now being established under 
,Ta])anese political control in Manchuria. 

'JMie net growth of the Ja])anese economy during this period may 
be suminari/ed as follows From 1930 to 1936 Japan’s net national 
pi’oduct, at 1930 ]n'ices, increased from 10.2 billion to 15.8 billion 
yen. Real net income rose less substantially, however, as a result of 
the adverse shift in the baj'ter terms of trade following the deprecia- 
tion of the yen in 1931. From 1930 to 1936 the average price of 
exports to foreign countries and colonies dropped 5%, while import 

ft"* This summury is supported broadly by statistical evidence compiled in various 
studies by the U.S. Department of Slate, particularly National Income of Japan and 
The Place of Fnrritfn Trade in the Japanese Economy^ cited; also bv the gross 
national product estimates of the postwar .Tnp.incse Economic Stabilization Hoard, 
the income e-^timales in Y. Yamada, Nihon Koknmin Shotnlcu Suikei Shiryo^ Tokvo, 
IS.*?!, and related data in two reports of the U.S. Strategic Hombing Survey, The 
Effects of Stratcffic Bombing on the Japanese Economy^ Washington, 194-6, and The 
Japanese Wartime Standard of Lhnng and Utilization of Manpower, Washington, 
1947. 
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prices rose 29 9^ . As already mentioned, Japan tlius had to ship 
larger amounts of goods abroad to pay for her 1936 imports than 
would have been required had the terms of trade remained un- 
changed. These additional exports absorbed about one fifth of the 
gain in real national product. Net income therefore increased only 
about 4.3 billion yen at 1930 prices — still an impressive advance."® 

Part of the 40% gain in real income from 1930 to 1936 repre- 
sented increased civilian consumption. But the greater share proba- 
bly took the form of additions to capital assets and military supply, 
especially the former. In 1930 military expenditure was still rela- 
tively small. Net investment, including changes in stocks of goods 
as well as in durable assets, may well have been negative. By 1936 
direct military expenditures were running close to 1 billion yen 
(1930 prices). Net private and governmental investment was on the 
order of 2 billion yen. Thus at least 20% of the national income was 
now being withheld from civilian consumption for one purpose or 
the other. The greater part of this 3 billion yen. however, was still 
being ploughed back into plants, equipment, and business inventories 
in Japan Proper, most of them civilian or civilian-military in char- 
acter.®^ Net investment in Manchuria, North China, and elsewhere 
abroad probably did not yet exceed 250-350 million yen. 

Meanwhile real civilian consumption in Ja])an rose about 207f 
from 1930 to 1936. The total output of consumer goods actually 
increased more than this. But part of it went into exfiorts, where 
it was exchanged against imports on less favorable terms Ilian be- 
fore. At the same time tlie population grew from 64.5 million to 
70.2 million, or 9^f . Consumption of goods and services per ca})ita 
therefore advanced only 10% or so. 

Food standards remained more or less unch^inged in the aggregate. 
Imports of foodstuffs for domestic use actually increased one third, 
but this was little more than enough to support tlie growing poy)ula- 
tion at existing levels of diet. The princi]>al gains came in other 
types of consuin])tion, which now comprised over half of consumer 
expenditures. Per capita use of clothing materials increased one 
third. Other basic materials going into civilian consumption sliow' 
a somewhat similar growth. Most of this advance came from more 
effective utilization of home resources, ratlier than greater per 
capita imports for domestic use. The latter continued, however, to 
play a vital role in sustaining the w'hole Japanese economy. 

The Place of Foreign Trade in the Economy of Japan^ cited, vol. i, pp 23-26. 
I have used slightly different income estimates, than are quoted in this reprirt, but 
without materially affecting the argument. 

This estimate receives some corroboration from the gross national product 
figures of Tables 22 and 36, below. 
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In the light of the above summary, this dramatic period in 
Japan’s economic growth can be seen in its true perspective. Es- 
sentially it continued tlie trends observable in previous decades. It 
did not signify merely a Ixiorn in armaments and zaihatsu profits 
without gains to the general civilian economy, as some critics have 
alleged. Nor, on the other hand, did it bring sweeping advances in 
the material well-being of the population as a whole. Such gains 
as were achieved w'ere distributed unevenly through the country. 
They accrued largely to the urban population, thus accelerating 
the drift to the city so long in evidence. Being heavily concentrated 
among ivell-to-do groups who owmed and managed the great indus- 
tries, banks, and trading houses, they probably increased somewhat 
the gross inequalities of income and wealth which characterized the 
whole course of Japan’s ])rewar development. From these higher in- 
come classes, and the corporations they controlled, came much of the 
savings which permitted large investments in the creation of new 
productive capacity as well as rising military expenditure. 

Since the period bridged a great world depression, it was no small 
achievement even to maintain the country’s living standards, espe- 
cially as the po})iilation was now grjjwing at the rate of a million a 
year. These standards were now the highest in the Far f^ast, and 
well above those of tlie previous generation in Japan. Rising em- 
ployment o])port unities had only been sustained, it is true, by ac- 
cepting less favorable terms of exchange on world markets. These 
terms had deteriorated with the decline of the silk trade, and their 
imjirovenient was now liampered by spreading restrictions on Japa- 
nese goods. 'Fhe Japanese could nevertheless look with satisfaction 
on the yirogress of tlie decade ending in 1936. It had witnessed a 
substantial growth in the scale and maturity of industry and trade 
througli a period in which many other countries, particularly those 
more abundantly blessed with raw' materials, were mired in de- 
pression. 

Hoad to War. The rise of foreign barriers to Japanese manu- 
factures was an ominous yiortent of a future which boded ill for 
Japan. No country had a greater stake in multilateral trading rela- 
tions which would enable it to buy and sell according to economic 
advantage all over the world. Her economic expansion over half a 
century had been built upon this opportunity. By 1936 Japan 
depended upon overseas sources, foreign or colonial, for 20% of her 
net supply of rice and beans, 35% of her fats and oils, 60 to 80% of 
her iron and steel materials, 90% of her superphosphate fertilizer, 
and 100% of her cotton, wool, and rubber. Many of her most vital 
needs could only be satisfied advantageously in markets quite be- 
yond the range of political control on the most foolhardy military 
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estimate. And if liberalism in world economic policies was every- 
where now in retreat, Japan herself had to accept a full measure 
of responsibility. For it was she who had assaulted the principle of 
collective security in 1931 by her seizure of Manchuria. And her 
subsequent trade invasion of world markets proceeded in such head- 
long fasliion as was bound to invite a protective reaction. 

Under these circumstances the task of statesmanship in Japan 
was at least to make a prudent calculation of the main cliancc as be- 
tween supporting and tearing down the world structure which had 
served her economic needs so well, and to weigh tin's against other 
national interests at stake. As late as 1936 it seemed that the issue 
was still open. Indeed, business and popular sentiment in the spring 
of the year was strongly expressed in favor of a political settle- 
ment in China. Here Army intrigues in the North w'ere seriously 
damaging legitimate trade and arousing growing political hostility 
in the Western world as well as among the Cliinese. 

Economic considerations were secondary, however, in the minds 
of military leaders who were now in tlie ascendancy. Probably they 
w'cre grossly misunderstood as well; but in any case they were sub- 
ordinate to the political and imperial ambitions of Japan’s modern 
samurai. As it turned out, the die was cast in favor of renewed ag- 
gression in China. 

The renewal of hostilities in 1937 required fresh military outlays 
on a greatly expanded scale. The government deficit financed by 
borrowing jumped from 605 million yen in 1937 to 1,29S million in 
1939 and 2,406 million in 1941. By this time, however, Jaj)anesc 
resources were near full employment. Accelerated Avar spending 
quickly brought mounting inflation. Almost at once a crisis Avas 
precipitated in the foreign exchange market. Drastic controls had to 
be imposed to restrict normal imports and divert exchange resources 
progress! A^ely to oil, steel, and other strategic materials. Continued ex- 
pansion of AA*ar industries, botli in Japan and on the continent, led 
also to a spreading network of controls over domestic production and 
investment to channel materials and labor away from civilian sup- 
ply. The result Avav progressive dislocation of the whole structure 
of peacetime industry and trade."’* 

Meanwhile political events marched step by step, wdth the in- 
exorability of a Greek tragedy, toAvard the outbreak of general w^ar 
in the Pacific. By 1940 Japan was already on a war footing, with 
17% of her national output devoted directly or indirectly to war 
pur]) 0 ses. In foreign policy she had now committed herself to a 
course of imperialist expansion from which there could be no turn- 
ip* See .Jerome B. Cohen, Japan's Economy in War and Reconstructiony Minneap- 
olis, 1949, chap. 1 ; also the reports of the U.S. Strategic Bombing Survey, cited. 
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ing back without disastrous consequences for the ambitions and 
fortunes of the leaders now in the saddle. With the attack on Pearl 
Harbor, lier military extremists embarked on a reckless gamble 
which ended in destroying the very empire it was to aggrandize. In 
so doing tliey mortgaged the economic future of their people for a 
generation, beside spreading ruin through the rest of the Far East. 

The events of the late thirties thus brought to a close an era in 
modern Japanese liistory. In the economic realm this era wrought a 
transformation in the old Japan under the impact of the new forces 
of trade and technology. The process by which this came about is 
important to an understanding of the industrial Japan of today. 
Even more, it has a broad significance in the light of the general 
movement now under wny throughout Asia to modernize economic 
life and lift the level of productive powder and material well-being. 
T[\) a more analytical study of this process of growth and structural 
change we shall now turn our attention. 



CHAPTER 3 


THE SCALE OF ECONOMIC GROWTH 


The Transition to Industrialism 

THE narrative sketch of the preceding cliapters testifies to the 
persistent and cumulative advance of Japan over half a century or 
more in modernizing wide areas of economic life and integrating 
them with the structure of world production and trade. 

Almost every aspect of Japanese society responded in varying 
degrees to the new forces at work. However, it was in the economic 
realm, and such related fields as national defense and public health, 
that the changes were most profound. Characteristically, Japan 
assimilated the applied arts of the West more readily than the spirit 
and social ideals of Western culture. The spinning wheel and the 
samurai sword gave way more rapidly than traditional ideas con- 
cerning the status of women, or the role of the fighting man in 
the state. ^ An early translator of Mill’s essay “On liiberty” had 
great difficult}', “because of the lack of proper words in the Japa- 
nese vocabulary.”^ And even in economic life the transformation 
proceeded unevenly. Everywhere the new jostled the old. A peasant 
might be seen riding along in an electric tram while lighting his 
pipe with flint and tinder, remarks one observer, 'throughout Japan 
one found — still finds — those bewildering contrasts, side by side, 
epitomizing the conflict and ad justment between the eighteenth and 
twentieth centuries. It is this very fact, indeed, which makes gen- 
eralization difficult, and which gives rise to the contradictory in- 
terpretations found in the literature jjii modern Japan. 

1 “Into no branch of State activity did foreign influence more quickly, more com- 
pletely, or more effectively enter than into the art of war. The adoption by us of a 
Western military .system and of inilitar} engineering was, in fact, a most fertile 
marriage of the newest invention in technology with the martial spirit of long 
training.” InaKo Nitobe, “The Influence of the West,” m Fi//y Yrarji of Nnv Japan, 
compiled by Count Shigenobu Okuma, London, 1909, vol. n, p 

Thor.stein Veblcn once referred to this prior assimilation of the military arts as 
“Japan’s opportunity.” By this he meant the opportunity granted her military- 
minded rulers to employ modern technology to pursue traditional aims of military 
expansion before the gradual infiltration of ideas (»f democracy, popular education, 
and commercial interdependence, also inevitable accompaniments r)f industrialism, 
undermined old feudal values. In ascribing modern Japanese imperialism exclusively 
to “the .spirit of old .Japan,” however, Veblen seems to have underestimated the 
extent to which industriali.sm and jmlitical nationalism imy)orted from abroad were 
reinforcing rather than dissipating the impulses to national aggrandizement. “The 
Opportunity of Jayian,” in Essayg in Our Changing Order, New York, 19.34, pp. 
248-66. 

2 Nitobe, op.cit., vol. ii, p. 469. 
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Nevertheless, the changes at work were pervasive and profound. 
If they were most pronounced in the cities, and especially in the 
superstructure of large-scale banking, transport, and industry, 
they were by no means confined to these spheres. Much remained of 
the simple, largely precapitalistic economy of Tokugawa days, espe- 
cially in the countryside. But increasingly this was giving way to 
a fundamental reorganization and expansion of the country’s pro- 
ductive resources along the lines pioneered by the West a century or 
more before. IVoin being “a peasant-handicraft society with West- 
ern adjuncts,” Japan was now emerging as “an industrialized so- 
ciety with survivals of peasant-handicraft institutions and feudal 
forms.”® 

Japan at the Midpoint. By the end of the twenties the first dif- 
ficult stages of this transition may be said to have been completed. 
The processes of modernization and growth had extended in vary- 
ing degrees to all sectors of the economy: to agriculture as well as 
industry, to Muall-scalc trades as well as factory industry, and* to 
the home market as well as foreign commerce. In economic maturity 
and productive power Ja})an w’as still far behind her advanced in- 
dustrial competitors in the West.^Yct she now invited comparison 
in many res])ects, no longer witli her Asiatic neighbors, but with a 
number of Western nations tliat tradition and circumstance might 
seem to have endowed with far superior advantages. 

One significant index of economic development is the amount of 
energy of all ty])es utilized by a nation in productive activity. 
Primitive peoples are forced to rely mainly on human muscle, sun 
and wind, and animal p<jwer. The struggle to improve material w^ell- 
bcing is in good part a struggle to create the kind of production 53^5- 
teni which can harness increasing amounts of energ}^ derived from 
fuels and falling water. Even a small tractor has a work output 
ten times that of a horse or buffalo and 100 times that of a man. 
In measuring energy' utilization it is best to eliminate the require- 
ments for heating houses and other buildings in various climates and 
to compare energy consumed in production, processing, and trans- 
port. Here the U.S. Department of State has made some interest- 
ing calculations of the prewar w'orld situation, combining all forms 
of energy in terms of their equivalent in kilowatt-hours of electricity. 
Per capita consumption of energy from all sources, animate and 
inanimate, for j)roductive purposes (as defined above) is estimated 
in Table 1 for a number of countries in 1937. 

The position of prewar Japan was still quite inferior to that of 
Western Europe and the United States. But equally it was far 

s Nathaniel Peffer, Prerequisites to Peace in the Far East, New York, 1940, p. 79. 
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above that of most of Latin America, Africa, and the rest of Asia. 
What the figure may have been in the tTapan of 1867 we can only 
conjecture. However, a clue to the transformation over seventy 
years may be found in the situation in other countries of Asia more 
recently. India, for example, was able to utilize only 0.5 unit of 
inanimate energy from coal, oil, falling water, and other sources in 
1937 for every single unit of animate energy (mainly human labor). 


Table 1. Enerfjy Consumption per Capita for Productive 
Purposes in Japan and Selected Countries, 1931^ 
(electricity equivalent in kilowatt-hours for all energy sources) 



Per Capita 
Use 

Ratio of 
Inanimate to 
All Sources 

L'fiifed Statc.s 

6,996 

97.6 

I'liited Kingdom 

5.553 

97.9 

Germany 

3,4(>1 

96.2 

Aiisfralia 

2.971 

91.3 

USSR 

1,380 

88.2 

Japan 

IJif)! 

91.0 

Poland 

961 

82.6 

Brazil 

460 

56.6 

India 

289 

3.5. t 

Egypt 

242 

36 0 

Nctherl.ands Indies 

197 

30.9 

China (excluding Manchuria and Jehol) 

164 

2 1 .2 


« Department of State, Energy ReKonrren of the ITar/.f, Wnshinpton, 
tal)le 51. “Incliulinp the animate and inanimate enerpv used ’n produrlion, proeessinp 
and transportation, but excludinp the energy used in douie.stie, eonirnereial and 
lic establishments, a small part of the energy used *\\ farnnng and tin* energy lost 
and stored. The fuels consumed in overseas bunkers h.nve been allocated on tin* basis 
of merchant fleet tonnages rather than of lond'ug points." 


For Japan the ratio was 10/1, or twenty times as high. Tliesc figure.s 
themselves can have no great precision, nor do they take account of 
other productive resfairces like land and mineral wealth. But clearly 
the Japanese had progressed a long way from their old subsistence 
economy, despite the fact that more than twice as many peo])le were 
now crowded on their islands as in Tokiigawa times. 

Associated with this ri.se in productive power are other evidences 
of a socio-economic character which testify to the intermediate 
position Japan had reached by 1937 in the scale of world economic 
development. In life expectancy, for example, the Japanese were 
now halfway between the “elite” nations of the West and those mass 
populations of Asia still ridden with grinding poATrty, malnutri- 
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tion, and disease. Infant mortality in Japan had fallen until in the 
prewar decade it compared favorably with the situation in Eastern 
Europe. It was at least 30 to 50% better than the rate still prevail- 
ing in most other Asiatic countries. In simple literacy the Japanese 
had also gained a favored position, thanks to years of compulsory 
primary education. More generally, in her consumption of a num- 
ber of standard goods and services Japan ranked alongside Italy, 
far below the countries of the West witli the highest standards but 
well above most of the rest of Asia and the Middle East. (Sec below, 
page 148.) Finally, her formidable Army and Navy, and the war 
she was about to undertake, are further evidence of the economic 
“surplus” which could now be produced and withheld from civilian 
needs in the interest of national power and aggrandizement. 

This mid position in the scale of economic development is also 
evidenced by Japan’s trading relations with the world toward the 
end of the prewar era. Here one might describe her as “facing two 
ways,” as in so many other aspects of her national life. Thanks* to 
the progress of industrialization she now imported more than any 
other Asiatic nation from the non-Asiatic world. Yet she was also 
the chief center of intraregional trade w’ithin the Orient. She traded 
heavily w'itli both East and West, but along rather different lines. 

On the one hand, to the United States, the Dominions, and 
Europe she sold a variety of semimanufactures, especially raw 
silk, together w'ith other simple types of crude manufactures also 
embodying large amounts of cheap labor. Her chief competitive ad- 
vantage lay in having labor that w^orked at much lower w^ages than 
her Western competitors paid, plus better technical skills and 
business organization than were found among her Oriental com- 
petitors. On the other hand, she had now also become a large ex- 
porter to other parts of Asia of textiles and other consumer manu- 
factures, and even some machinery. Here she W’as w'ell ahead of other 
Far Eastern nations in machine techniques and labor productivity. 
Yet she still enjoyed far more abundant supplies of low-paid skills 
than were found in the West, together with greater facility in 
adapting to Asiatic markets wdierc tastes and purchasing power 
more nearly resembled those in her own home market. Her import 
trade reflects the same duality: large purchases of raw materials 
from all over the w'orld, and continued dependence on the United 
States and Western Europe for industrial equipment of the more 
advanced and specialized types. 

Historically these shifting lines of competitive advantage were 
the outward reflection of the process of industrialization (and its 
limitations) at home. At the stage reached during the interwar 
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period it made it peculiarly difficult to fit Japan into the usual 
classification of trading nations as agricultural, industrial, etc.* 

All such international comparisons as the foregoing are neces- 
sarily imprecise. And they must be interpreted in the light of various 
conditioning factors. They do support the conclusion, however, that 
the Meiji “Renovation” set in motion a genuine economic revolution. 
Whatever its limitations in the political realm, and its uneven prog- 
ress every wliere, it did initiate a fundamental reorganization of large 
sectors of the Japanese economy. The resulting growth of Japan’s 
productive powers in ensuing decades went ahead with cumulative 
momentum. 

This chapter is concerned primarily with only one aspect of 
Japan’s experience, albeit a central one. Its purpose is to assemble 
evidence bearing on tlie rate and magnitude of growth in the Japa- 
nese economy through the prewar decades. Only incidentally does 
it touch on the processes by which this growth took place : the ex- 
pansion of population and resources; the acquisition of new skills; 
the mechanisms of capital formation; the redirection of demand and 
employment; the strategic role of foreign trade; etc. These are all 
major facets and will be treated later. For tlie moment they are 
largely left aside in order to focus on the net result in terms of a 
growing output of goods and services. First the main components 
of the economy arc examined, after which an effort is made to sum- 
marize the over-all increase in national income as related to popula- 
tion and standards of consumption. 

Most people will accept as one fundamental test of economic 
progress a greater per capita flow of goods and services in relation 
to the expenditure of human effort, provided tliey serve the felt 
needs of the community. There are other tests as well — the degree 
of equality among classes, the conservation or waste of human and 
material resources, the stability of ar. economic system, and the 
capabilities or propensities it creates for waging w\ar or preserving 
the peace. Any broader social accounting must likewise take account 
of all the strains and dislocations attending the industrialization 
process. In the face ot the challenge of poverty throughout Asia 
today, however, no problem is more paramount tlinn that of raising 
the productive pow'cr of great masses of people. The case of Japan 
in this regard is so far unique, and it is instructive. It is important 
to sec what the Japanese achieved, and how they achieved it, with- 
out losing sight of those human costs and social injustices which so 
qualified their successes in the technical realm. 

Limitations of Economic Statistics. Our first question, then, con- 
cerns the rate of physical growth in the Japanese economy, measured 

* See Chapters 6 and 7. 
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in terms of its output of goods and services. Important as it is, 
this question is impossible to answer in any precise fashion. The 
reasons are worth noting in brief, since they complicate many im- 
portant issues of fact concerning the economic development of 
Japan. An understanding of them will perhaps make the reader 
more tolerant of the obvious deficiencies in the analysis which fol- 
lows. It should also caution him to allow a generous margin of error 
in the broad statistical judgments presented. 

In the first place, no matter how accurate the basic data, certain 
technical limitations are inherent in any summary measure which, 
by its nature, must strike an average for quite divergent tendencies 
in various lines of economic activity over long periods of time. This 
applies, for example, to indices of the volume of production or 
trade, where the constituent products themselves undergo divergent 
changes in character and relative importance, as well ns in price. 
Even with the best of statistics, what does it mean to say that ma- 
chinery output tripled in fifteen years, or that exports increased 
150%, if meanwhile the whole composition of production or exports 
radically changed? 

Despite the intrinsic liinitatioit of index numbers as an expression 
of average change — or, more accurately, of tlie w^hole concept of 
“average'’ in such cases— this chapter makes c'^'^ensive use of the 
best of such measurements available for Japan. Short of an ex- 
haustive clironiclc, which would lo.se one in a forest of trees, there 
is no other way to proceed. Yet theite measurements should be under- 
stood for what they are. At best they give only a shorthand ex- 
pression of a general trend which is not very meaningful except as it 
is supported by and interpreted with the more concrete informa- 
tion detailed in this study. The longer the period of comparison, the 
less representative of anything the index numbers become. 

In the second place, quite aside from this teclmical difficulty, one 
encounters major inadequacies in the basic facts concerning Japan’s 
econoniic growth. These arise out of the scope and the method of 
collecting economic statistics in Japan; also the manner of their 
processing and publication. Much of Japan’s economic life, for one 
thing, has remained largely precapitalistic in spirit and mode of 
organization down to recent times. To cite one illustration, 35 to 45% 
of the commodities entering into the household expenditures of 
Japanese farm families were self-supplied in the years 1921-31.® 
Among millions of small, family-type industrialists and tradesmen, 

» Estimate of the Imperial Agricultural Survey, quoted by Shiro Kawada in 
“The Income tind IJving Conditions of the Agrarian Population of Japan,” Journal 
of the Osaka University of Commerce^ no. 4, December 1936, p. 18. 
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as well as farmers and fishermen, practices of accounting are still 
rudimentary where they exist at all.® 

Where such conditions prevail^ the collection of reliable statistics 
on production, income, and costs presents formidable problems to 
the central statistical agencies. Until recent years, moreover, such 
agencies, w^hether public or private, were comparatively undevel- 
oped in Japan. Staffs were largely untrained and funds were 
limited. This restricted both the volume and the reliability of eco- 
nomic data. It is certain, for example, that many series of produc- 
tion, population, employment, etc. reflect in their upward trend not 
only actual growth but also more complete enumeration from the 
earlier to the later years.^ Finally, two further problems arise. There 
is reason to suspect that statistical reporting in Japan has not 
been free from bias and distortion of a more calculated variety, 
arising from motives of tax evasion or considerations of local and 
national prestige.® And the failure in many cases to have essential 

8Japane.se economic development a^^ain illustrates Max Weber’s familiar thesis 
stressing the spread of rationalistic busine.ss accounting as a cardinal feature of the 
rise of capitalistic industry and trade. A significant story is told of a Mr. Shimono, 
long a prominent accountant in modern Tokyo. When a young student at the Tokyo 
Commercial College early in the Meiji period he was advised by the College Director 
to read Pixley's Duties of Auditors^ and **io introduce the accountancy system to 
this country.” He read the book and duly reported hack that it was of no interest: 
the system was not worth importing into Japan! Nevertheless, modern accounting 
practices were gradually introduced, receiving a powerful impetus from the Nitto 
scandal of 1909, when the Japan Sugar Company failed owing to fraudulent prac- 
tices, and several prominent politicians were found guilty of bribery. Prof. Kojl 
Usui likens this incident to the “South Sea Bubble” affair which led to reforms 
in English accounting standards. “The Past and Present of the Accountancy Pro- 
fession in Japan," Oita Commercial College Hesearch Department Bulletin^ De- 
cember 1932, pp. 3-4. Today, however, even among the big banks and corporations in 
Japan, accounting practices fall far short of modern .'.tandard.s, particularly in 
financial statements put out for tax purposes or public consumption. 

T J. W. Robertson Scott, who travelled widely in rural Japan during 1915-20 
ventured the opinion that cereal output was undt»-estimnted and cocoon production 
overestimated. “Roughly, the statistics [for rice) show a production 15% less than 
the actual crops. Formerly the underestimation was 20%.” He attributed this to the 
practice In older times of basing taxes on grain yield. The Foundations of Japnn^ 
London, 1922, pp. 86-87, 404. The possibility of error was heightened by the fact 
that until 1929 statistics of land use and crop production were collected locally by 
untrained individuals who relied heavily on personal estimates by the farmers or 
themselves. See R. Nagasawa, "The Method of Statistical Investigation Concerning 
Agricultural Production in Japan,” BuUetin de VInstitut International de Statiatique, 
vol. XXV, part 2, Tokyo, 1931, pp. 151ff. Lest this seem unduly discouraging, how- 
ever, it might be noted that the United States censuses of the nineteenth century, and 
probably more recent ones, are believed to contain errors of underenumeration in 
various economic series amounting to 10% or more. 

8 I know of no substantial evidence of deliberate falsification of national statistics 
prior to 1937. It is commonly suspected, however, that the reports of individual estab- 
lishments were not free from error, for the reasons mentioned, and that both locally 
and nationally the desire to make a good showing tended to impart an upward bias 
to statistics bearing on the strength of the economy and on its public credit. 

After the outbreak of SIno-Japanese hostilities, the enveloping war atmosphere 
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details and explanations accompany published data creates a series 
of pitfalls and exasperating puzzles which baffle even the most ex- 
perienced student. 

One American economist, as he confessed to the writer, was so 
discouraged by the gaps, discrepancies, and arithmetic errors in 
Japanese economic information that he deserted the field in favor 
of the greater precision and certainty of research upon the Ameri- 
can economy. On this argument perhaps one should quit the study 
of economics altogether, for, in F. W. Taussig’s phrase, it abounds 
in “loose ends and rougli ed-ges.” Despite the above limitations, the 
fact is that Japan lias been well endowed with economic statistics 
compared with any other Far Eastern country. Especially is this 
true of tlie period since 1920." The study of Japan, therefore, can 
often throw’ light not only on the experience of that country but 
indirectly on analogous phenomena in other parts of East Asia 
as well. The deficiencies mentioned argue for discriminating judg- 
ment, and against precise measurements in most fields. In production 
data, for example, the margin of error may run as high as 20%, 
even after World War I. There are also large gaps w'hich can proba- 
bly never be filled. This need not prevent us, however, from forming 
reliable judgments as to the general direction of economic growth 
and the processes by which it came about. 

Natural Resource Industries 

Growth of Production. In the extractive industries, first of all, 
Japanese production statistics arc fairly abundant, especially since 
about 1905. Here also we have comprehensive indices of the physical 
volume of production prepared at Nagoya Commercial College for 
the years 1878 to 1934.*" With the figures for the earlier years 

led to the ]ir()gressivc withdrawal and distortion of all sorts of information, on 
subjects ranging from huiiNitc imports to the birth rate. This reached its climax 
in the war years. LMtirnatcly the policy of suppression and falsification was disastrous, 
for, by concealing the true state of affairs in Japan’s collapsing economy, it pro- 
longed the war and intensified the hardships visited u]>on the people. 

» Public coiircrn over economic and social issues after World War i led to the 
growth of jirivate research agencies and the improvement of government statistical 
services. In the next decade were launched the first extensive inquiries into popula- 
tion, agriculture, industrial conditions, family budgets, and national income and 
wealth. 

These valuable studies were begun under the supervision of E. F. Penrose and 
carried forward by Y. Koidc and other Japanese statisticians at Nagoya. The 
series in Table 2 represents a revision and extension of an earlier study published 
by Penrose in Food Supply and Raw Ufaterinh in Japan, Chicago, 1930. Previous 
editions of Penrose’s work were published in Japan by the Institute of Pacific Rela- 
tions (1929), and, under the title “Agricultural and Mineral Production in Japan,” 
in Bulletin de VInstitut International de Statistique, vol. xxv, part 2, Tokyo, 1931, 
pp. 221-82. 
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omitted, because of their unreliability, the summary Nagoya series 
for food and raw materials are presented in Table 2. For agricul- 
ture, fishing, forestry, livestock and mining, they are found in 
Table 3. 


Table 2. Population^ Cultivated Land, Food and 
Raw Material Production in Japan Proper, ] 875-1930 


ANNUAL 

AVERAOE 

POPULATION® 

Number 

(millions) Index 

CULTIVATED 

LAND** 

Hectares 

(thousands) Index 

FOOD 

IMIOIJUCTION 

INDEX*’ 

RAW 

MATKIilAL 

VHODlTf'TION 

INDE.V*’ 

1875-79 

35.9 

71 

— 

— 

— 

— 

1885-89 

38.8 

77 

— 

— 

(67) 

(22) 

1895-99 

42.2 

83 

— 

— 

67 

48 

1905-09 

47.6 

94 

5,398 

95 

85 

78 

1910-14 

60.6 

100 

6,696 

100 

100 

100 

1916-19 

64.0 

107 

6,912 

104 

115 

13 V 

1920-24 

67.6 

114 

6,051 

106 

125 

140 

1926-29 

61.3 

121 

6,992 

105 

135 

169 

1930-34 

66.3 

131 

5,936 

104 

145 

175 

1935-39 

71.2 

141 

6,031 

106 

161** 

205'* 


• Prc-1920 figures arc those of facto" population, i e., statistics of registered population 
as corrected by the Imperial Cabinet Bureau of Statistics and pul)Ii.shcd in Shon'u Oo *,cti 
Ikd Waga Kuni no Jinko. Tokyo, 1930, pp. 3-/i. Census estimates for J920-37 arc from the 
Bureau’s Nippon Teikoku Tokei Nenkan, no. 58, Tokyo, 1939, p. 6. 

^Nippon Teikoku Tokei Nnikan, cited, passim. The first annual census of tultivatcd land 
was taken in 1903, and showed a total of 5,224,000 hectares. Knrlier, in 1877. sumc 4,0«)(;,00i) 
hectares of paddy and upland fields were registered under the new land lax. These figures are 
not sufficiently comparable, however, to permit any eonelusions to be drawn concerning the 
growth in the interval. 

c A recombination of the con.stituent items of the Nagoya indices of primary production for 
1685-1934 from Table .3, with weights proportional to the gross value of uut]mt of each item 
in 1929-33. As noted in Table 3, these indices are less repi»*.sentative of the ])eriod before 1905 
than of the years thereafter, and ]>robahly have a degret of ujiward bias throughout the 
pre-1905 period. For 1875-79 the Nagoya food index i.> 30 on a 1910-14 base, and the raw' 
Hiaterial index 12. These figures arc regarded as too unreliable fi'r inclusion here. 

dThe 1936-38 average of the production indices of the Ministry of Agriculture and Forestry 
for agricultural crops, livestock, and fishing, eomliined with the Nagoxa weights (above) and 
linked with the Nagoya index in 1925-29. Oriental EconomUt, vol. vii, no. 7, July 1940, p. 414. 

eThe Nagoya index is projected to 1936 38 with the following data: the forestry production 
index of the Ministry of Agriculture and Forestry (see above); the mineral production index 
of the Oriental Economist, Toyd Keixal Shimpd .sha, Ecizai Mrnkan (1940), Tokyo, 1940, p. 3; 
the production of cocoons, tea, and tobacco from Tiippon Teikoku Tttkei Ncnkan, cited, no. 58, 
1939. 


These indices can be taken as brocadly indicative nf tlie cxjuansion 
of physical output in Japan Proper, especially after the turn of 
the century.^ In using them, however, one should hoar in mind tlie 

Throughout this study, except in foreign trade slalistirs, the term Japan Proper 
refers to the four main islands of Japan (Hokkaido, Ilun.shn, Shikoku, Kyushu), 
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Table 3. Growth of Physical Volume of Primary Production 
in Japan Proper, ] 885-1938^ 

(indices; 1910-14 = 100) 

87 




Pastoral 



Total 

Annual 



and Dairy 



Primary 

Average 

Agriculture 

^ Fisheries*" 

Industries*^ 

Forestry 

Mining Production^ 

1885-89 

(55) 

— 

— 

— 

10 

(44) 

1895-99 

69 

41 

50 

— 

28 

60 

1905-09 

88 

54 

78 

100 

68 

82 

1910-14 

100 

10() 

100 

100 

100 

100 

1916-19 

118 

149 

125 

131 

138 

121 

1920-24 

120 

225 

162 

135 

133 

130 

1925-29 

129 

299 

210 

136 

157 

145 

1930-34 

134 

343 

277 

149 

166 

150 

1936-38 

149 

402 

304 

197 

237 

178 


« For the period 1885-1934 these indices are based on annual indices prepared at Vapoya 
Commercial Collepe and published in “Hompd Genshi Seisambutsu no Seisan Suryo,” Napoya 
Chamber of Commerce and Industry, Napoya Knzai Tokri Oeppo, vol. viii, no. 4, May 1938, 
Supplement, p. 60. For each of the extractive industries, the index Is a peometric mean of 
production relatives for all items having a value exceeding 1 million yen in the years 1929-33, 
weighted by annual average value of output in this period. In the above table these indices 
are shifted from 1921-25 to 1910-14 as 10(?. 

The Nagoya indices are the most comprehcn.sive and continuous series available for Japan. 
They arc lcs.s rc})resentaljve of the period before 190.5 than of the years thereafter, however. 
Production data are lacking on a number of items in the early decades. Where they exist thev 
may be .subject to an u})ward bias through more inclusive reporting. Also, the use of 1929 33 
value weights imparts some degree of upward bins throughout the period It einphasixe.s more 
heavily the items which grew' rapidly than would a set of weights based on production values 
in an earlier period. For example, cotton production had virtually disappeared by 1929, so 
that its rapid decline from 1887 to 1910 does not influence the agricultural index as it should. 

The 1936-38 indices are those of the Ministry of Agriculture and Forestry for agricultural, 
fisheries, pa.storal, and forestry production and of the Orirntnl Economist for mineral output. 
Oriental Economist^ vol. vii, no. 7, July 1910, p. 414; Tdvo Keizai 8himpo-shn, Kehai Nenknn 
(1940), Tokyo, 1940, p. 3. These indices arc spliced to the Nagoya series for earlier years, 
shifted to a ]91()-14 base. It might he added that the mining index prepared by the Economic 
and Scientific Section, CiHQ, Supreme rominandcr for the Allied Powers, Tokyo, agrees 
with the above index in showing a 43% ri.se from 1.930-34 to 1936-38. 

b Before 190.5 there arc no data on production of vegetables, fruits, or a number of the 
les.sei industrial, tuber, and root crops. Included in the earlier indice.s, however, is the bulk 
of agricultural oiit])ut, consisting of cereals, beans, potatoes, mulberries (silk cocoons), and 
other industrial crops. 

c Total aquatic production, including that of products like seaweed and that from pelagic 
fisheries outside home waters. 

(1 Before 189.5 few livestock statistics are available, and not until 1905 arc poultry and 
dairy products included. 

e'i'he five constituent indices are combined with W’eighls proportional to net value of output 
in 1930. The average for 188.5 89 iMclude.s the Nagoya index for pa.storal production (28 on a 
1910-14 base), which is not .shown here for the reason mentioned in note d. 

together w'ith three small island chains— the Kuriles (Chishima), Boiiins (Oga.sa- 
wara), and I.oochoos (Ryukyu)— and numerous smaller adjacent islands. Prewar 
foreign trade statistic.s also include .southern Sakhalin (Knrnfuto) as a part of 
Japan Proper after 1904. 
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likelihood that they exaggerate the rate of gain in some degree, for 
reasons mentioned in the notes to Table 3. 

The growth of primary production in Japan deserves close at- 
tention. Often Japan’s economic development is described mainly in 
terms of industrial development, more particularly in terms of the 
rise of factory industry. "J"hc corollary, stated or implied, is that 
the extractive industries failed to share largely in this growth, be- 
cause of Japan’s limited natural resources and technical backward- 
ness in agriculture. Yet it will be observed in Tables 2 and 3 that 
food and raw material production rose persistently and rapidly 
through this period. It outdistanced the grow’th of population by 
a wide margin. 

Expansion was particularly marked during the decades before 
1920. From the eighties on, under the stimulus of expanding mar- 
kets, steady progress was made in enlarging the capacity of the 
extractive industries. This took many forms — applying modern 
methods in exploiting the country’s mineral resources, especially 
coal; building up forestry reserves to provide sustained yields on a 
much larger scale; improving fivshing boats and gear so as to utilize 
more intensively the rich resources of the nearby seas; extending 
the cultivated farm area through irrigation, drainage, and the 
settlement of Hokkaido, the northern frontier island : raising acreage 
yields by double cropy)ing, better fertilizer, consolidation of striy^s, 
and other improvements in farming methods. A few products like 
cotton and indigo declined in production, as chcayxr sources of 
suyiply or substitutes became available from abroad. lUit tlicy were 
the exception. For the most yiart the story was one of differential 
rates of growth in resymnse to exy^anding and shifting demands. 

During the twenty-five years before World War I the total pro- 
duction of food and industrial materials doubled, according to the 
Nagoya index. (Table 3.) Fiven if the increase was in reality no 
more than a half or two thirds, tiie achievement w'as significant. For 
the entire Mciji yieriod it wa« still greater. (The index itself actually 
advances from 10 in 1873 to 74 in 1911, but a good deal of the gain 
probably reflects the upward w'cight bias of the index, more com- 
plete reporting of crops, and perhaps also local y)ridc in making a 
good .showing.) Clearly exyiansion was already under way in the 
eighties. And from 1885-89 to 1910-14 even rice, the staple crop 
intensively cultivated for centuries, is estimated officially to have 
increased 40% in output, mainly through a 25% gain in yield y)er 
acre. Comparable increases are recorded in other crops like wheat 
and barley. Much steeper rises occur in the case of silk cocoons, 
tobacco, coal, and metals. It is fruitless to attempt any close measure- 
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iiicnt of the aggregate growth through these years. But there is 
every reason to believe it was substantial.'® 

The net value product of these natural resource industries grew 
more slowly than their gross output, for physical growth was 
achieved partly by proportionately greater outlays for fertilizer, 
land maintenance, etc. Yet it must have accounted directly for 
much of the gain in national income and wealth before 1914. It 
could hardly have been otherwise in view of the preponderance of 
agriculture at the time. This growth in primary production con- 
tributed largely to the support of the increase in population from 
187.‘1 to 1911, estimated at 40%, and a modest improvement in its 
material well-being. It also provided a major share of the savings 
and tax revenues which laid the foundations of industrial and mili- 
tar}^ expansion during the Meiji period. 

Nor did growth in the extractive industries cease after 1914. 
From 1910-14 to 1930-J14 the Nagoya series show a gain of 4^% 
in food production and 75% in the output of raw materials. The 
average annual increase in the former was 1.9% ; in the latter, 
2.8%. For food and raw materials in combination the aggregate 
growth over this twenty-year period was just 50% (Table 3) as 
contrasted with a 34% rise in the country’s population (Table 2). 
Still furtlier advances w'ore recorded up to the eve of World War II, 
under the stimulus of the trade and armament boom of the thirties. 

By this time, however, the great initial gains which come from 
relatively sim})le improvements in the traditional methods of an 
Oriental peasant economy had been realized. The cultivated area ap- 
proached its limits; indeed, it declined slightly after 1920. Further 
gains in output depended on increasingly heavy applications of 
fertilizer. From 1912 to 1939 the area in farm crops increased only 
4.4%, but the consumption of nitrogen fertilizer rose 163%, phos- 

12 losing ofTicial production statistics, Bruce F. Johnston has computed an indest^ 
of the combined output (in caloric equivalent) of six major food crops making 
up the hulk of Japanese agricultural production during the period 1880 to 1920. 
(“Agricultural Productivity and Economic Development in Japan,” Journal of 
Political Economy, vol. i.ix, no. 6, December 1951, p. 499.) His food crop index 
follows closely the Nagoya index for agricultural foodstuffs, although lagging be- 
hind the index for all agricultural output. 

All Agricultural All Agricultural 
Sir Fond Crops Foodstuffs Products 

{Johnston) (Nagoya) (Nagoya) 

100 100 100 

127 125 132 

14G 149 165 

177 183 215 


1HH1*90 

1891-1900 

1901-10 

1911-20 
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phoric acid 148%, and potash 129%.^“ Mining companies now found 
it progressivel3r more difficult to continue expanding production in 
the face of competition from foreign supplies. The output of cop- 
per, silver, and crude oil actually receded from its wartime peaks. 
And fishing fleets had to extend the range of their operations with 
more expensive equipment and a larger scale of organization. A 
more determined program of public investment, particularly in agri- 
culture, could certainly have raised production above the plateau 
where it now stood. The Japanese village was still starved for credit. 
(See Chapter 5.) But further advances in most lines of primary 
production w^ere to be had only with proportionately heavier outlays 
of capital and labor. In certain products these advances ceased 
altogether; in others they continued only with the aid of higher 
tariffs and subsidies. Thus the rate of growth in the extractive 
industries as a group showed a tendency to taper off. Japan’s po- 
tentialities for further expansion of income and employment came 
to center mainly in industry, commerce, and otlier service occu- 
pations.'^ 

To detail the history of these various extractive industries and 
their individual significance is impossible here. So long as Japan had 
access to overseas supplies of food and raw materials through ex- 
ternal trade, it was economically less important tliat she produce 
any particular items than that her limited resources be applied so 
as to maximize her total output most efficiently in relation to do- 
mestic and foreign demands. It may nevertheless be worth, while to 
call attention to two industries whose contribution to national de- 
velopment is hardly expressed by the mere value of their output. 
One is the fishing industry, the other coal mining. 

“CoaZ and Fish.^^ It may be said of Japan tliat, like Imgland, she 
is “built on coal and surrounded by fish.” The Japanese eat more 
fish than any other large nation in +he world. Marine products 
actually supply four fiftlis of the protein in their diet. As a by-em- 
ployment of farm families living along the shore, fishing provides 
this protein supply with a relatively small investment of capital or 
labor withheld from other productive uses. From ancient times the 
lack of extensive pasture land and of stock farming in the crowded 
home islands has thus been compensated by easy access to the sea. 

Through the Meiji decades fishing activity continued to be con- 
fined principally to coastal waters. Here it was carried on largely by 

13 Supreme Commander for the Allied Powers, GHQ, Natural Resources Section, 
Report No. 93, Fertilizer Practices in Japan, Tokyo, 1947, p. 43. 

i*This is not contradicted by the substantial gains recorded in the production of 
many domestic materials from 1936 to 1944. For the most part the.se were achieved 
as a measure of war economy, and replaced cheaper and better supplies from abroad 
at the expense of real national income. 
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methods practiced from time immemorial. Only slowly were tech- 
niques modernized, and then chiefly by installing power engines and 
somewhat better gear in small Ashing craft. After 1910 came the 
development of large-scale commercial operations by big concerns 
organized to exploit more distant seas. The total flsljeries catch more 
than tripled from 1910-14 to 1930-34, according to the Nagoya 
index. While the Agures are incomplete for the earlier years, it is 
clear that an increasing share represented the far-flung operations 
of trawlers and “floating factory” vessels in Soviet waters, through- 
out the Yellow Sea area, and among the South Sea Islands. In 1923 
these offshore and overseas operations already provided 19% of 
Japan’s total catch. By 1938 tlieir share had risen to 38%.’® The 
overseas Ashing industry was oriented largely toward the growing 
foreign market for canned Ash. Its protection and advancement now 
ranked among the important issues in economic foreign policy. Yet 
over 90% of the catch of the Japanese Asheries as a whole continued 
to be consumed at home, where it provided a vital part of tlie na- 
tional food supply. (See Chapter 7.) 

Japan’s most important mineral resource, on the other hand, is 
her extensive deposits of coal. While hardly in a class with the re- 
serves of Cliina, the United States, Britain, or even Poland, they 
were ample for her prew'ar needs except in anthracite and coking 
varieties. IMoreover, they are located within easy reach of her big 
industrial cities. Japan might liave been able to meet her fuel needs 
more largely by importing foreign coal as well as oil, taking ad- 
vantage of cheap water transport. And in fact, as her metallurgical 
industries developed, she did become heavily de])cndent on coking 
and blending coals from North China, beside importing peticdeiun 
supplies from the United States and Southeast Asia. For the bulk 
of her coal requirements, however, she would certainly have had 
difAciilty in Anding adequate overseas supplies at tidewater, either 
in her own colonies or elsewhere in the Far Fast. Her owm sub- 
stantial reserves of medium- and low-grade bituminous coal were es- 
sential to her rapid industrial growth, especially the great Chikulio 
Acids of Kyushu.’" 

Supreme C\jni?riJirider for the Allied I’oM-ers, (iHQ, Natural Hesoiirees Seetion, 
Report No. Jnjmnesr Visheru's Production, Tokyo, ]f<47, p. 8. 

To say that .Tapan’s coal reserves have been largely adequate for her past re- 
quirements does n(jt mean that they will provide for her future, U.S experts esti- 
mated in 11)52 that she might he expected to double her prewar energy consumption 
by 197.'i, through a threefold growth in industrial out]mt. If she can also doiible 
her hydroelectric power, a reasonable assumption, this still leaves a coal require- 
ment of 70 to HO million tons a year, including virtually all of her metallurgical coking 
coal. Her peak outy>ut in yirewar years was 57 million tons. At that time she im- 
ported only 7 to 10 million tons at the mo.st, and this largely from China and 
Sakhalin, areas now beyond her political control. Here is a graphic illustration of 
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Coal production in Japan passed the 5-million-ton mark in 1897 ; 
the 20-million-ton mark in 1913; and the 40-million-ton mark in 
1936. (See Table 31, below.) Meanwhile, consumption at home grew 
even more rapidly. Imports regularly exceeded exports after 1927. 
They would have reached even larger proportions had not do- 
mestic producers been able to secure government assistance and to 
restrict shipments from Manchuria. Not only was coal used in grow- 
ing quantities but it was made steadily more efficient as a fuel. Else- 
where (page 47) it is remarked that the amount of coal required 
to produce 1,000 kw. of electric power was reduced from 2.11 tons 
in 1914 to 0.7 tons in 1932. Meanwhile the coal requirement per 
ton of steel declined from 3.5 tons in the early days to less than 2 
tons. It is ironical that such technical progress in the utilization of 
fuel was not accompanied by any comparable effort to improve the 
welfare of the coal miner himself. Accident and sickness rates and 
general conditions of work remained shockingly bad, even by Japa- 
nese standards. Production costs, too, remained high, although this 
did not prevent steady expansion except when the big producers 
combined to restrict output. 

For an economy shifting from a vegetable to a mineral basis this 
growing extraction of energy from inanimate sources is funda- 
mental. In Japan, as we have seen, the per capita use of energy in 
all forms advanced through the prew^ir decades to a point whore the 
Japanese now stood midway between the advanced industrial na- 
tions of the West and the rest of Asia. The annual input of in- 
animate energy into manufacturing and mining has been estimated 
at about the equivalent of 10,000 kw-h. of electricity per worker 
in 1936. This is equal to 6 tons of coal, or nearly seven tv times the 
yearly work output of a man. (See below, page 181.) Most of this 
energy was actually derived from coal; indeed, coal furnished 
directly about one half of all the fuel and power consumed in Japan 
during 1936. (Table 4.) In addition, it supplied the energy source 
for a quarter of Japan’s growing supplies of electric power, the 
remainder coming from hydroelectric plants. If we exclude fuel 
wood, used largely for domestic cooking and heating, more than 
two thirds of Japan’s entire fuel and power economy still rested 
on coal. About 90% of it w^as produced at home. Consumption in 
Japan was still less than 10% of consumption in the United States, 
but it was over a third of the total for all of Asia (excluding the 
USSR). Thus the money value of coal output, only 300 million yen 
in 1936, is a poor measure of its role in Japanese industrialization. 


Japan’s incieasinf^ dependence on overseas material.^ as a result of industrialization 
and population frrowth. See President’s Materials Policy Comrnission, Resourcea for 
Freedom, vol. iii: The Outlook for Energy Reaourcea, Washington, 1952, p. 30. 
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Table 4. Fuel and Power Consumption in Japan Proper, 
by Nature and Uses, 1930^ 


Total Consumption 
in Japan Proper 

Total 

Coal 

Electricity 

Fuel 

Wood 

Oil 

Gas 

Amount (millions of kw-h. 
electricity equivalent) 

128,149 

65,830 

27,354 

23,814 

10,094 

1,057 

Percent from each 

source 

100.0 

51.4 

21.3 

18.6 

7.9 

0.8 

Percentage distribution 
of energy sources in: 
Manufacturing and 
mining 

100.0 

71.2 

25.0 

0.5 

2.6 

0.8 

Domestic, commercial, 
public, and agricultural 
purposes 

100.0 

23.4 

18.5 

55.7 

1.0 

1.4 

Domestic transport 

100.0 

71.7 

4.8 

— 

23.5 

— 

International shipping 

100.0 

84.0 

— 

— 

16.0* 

— 


n Adapted from II.S. Department of State, Energy Resources of the Worlds Washington, 
1949, tables 44-49. All fuels and power are combined and compared in terms of kilowatt-hours 
electricity equivalent, after deducting losses (estimated at 80%) in the conversion of fuels 
to heat and power. These conversion rates arc based on world standards not strictly applicable 
to Japan. 

Of 44.9 million metric tons of coal available for use in Japan during 1936, 25.4 million were 
u.«ied in indu.strv or stored; 5.9 million went into domestic, commcrcia. public, and agricultural 
uses; 5.8 milli(»n were converted to electricity, ga.s, or oil; 4.0 million were u.scd by railways 
and domestic shipping; and 3.9 million went into bunkers for overseas shipping. table 1. 


Primary Production and Foreign Trade. Farm crops accounted 
for the great bulk of the aggregate growth in Japan’s primary pro- 
duction through the prewar decades, measured in money values. The 
fishing, mining, forestry, and livestock industries expanded more 
rapidly; but they remained relatively small in value of output. 
Japan’s 5.6 million peasant families, cultivating their tiny plots, 
still contributed over 70% of the net value of total food and raw 
material production in 1930. 

Even with its slower rate of growth, gross agricultural output 
appears to have at least doubled in the fifty years after 1885-89. 
(Table 3.) Mainly this came about by increasing output per farmer 
and per acre on lands already under cultivation. The cultivated 
area probably increased no more than 25%, if that. After the turn 
of the century it grew 15%, while the number of farm families re- 
mained virtually stationary.” Official crop statistics indicate that 

IT In 1903, Jhe first year in which annual statistics were collected, a total of 
6,359,000 farm families cultivated .5,224,000 hectares of land. Toyo Keizai Shimpd-sha, 
Neiji Tftishu Etkusei Soran, Tokyo, 1927, p. 607. In ISJ.*), 5,611,000 families culti- 
vated 6,009,000 hectares. Nippon Teikoku Tokei Nenkan. no. 5H, Tokyo, 19,39, 
pp. 65, 67. 
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meanwhile rice yields per acre increased by one third, from 1894- 
1900 to 1931-40, while yields of wheat, tea, and barley doubled.^* 
Crop yields as a whole probably rose at least 50%; in fact the 
indices record a 65% gain. (Tables 2 and 3.) 

Cereals remained the staple farm product, with rice leading all 
other crops by a wide margin. Rice tariffs and subsidies, national 
dietary habits (including the preference of Japanese for their own 
varieties of rice), and the efficiency of rice culture as a means of ex- 
tracting food energy from limited amounts of land — all combined 
to keep over half of all cultivated land in rice production. After 
1914, however, the rice crop showed little upward tendency. The 
subsequent gain in the country’s rice supplies came mainly from 
the colonies, Korea and Formosa. Increasingly, the growth of 
domestic farm output was centered in vegetables, tubers, and in- 
dustrial crops. 

The most conspicuous development in nonfood crops was, of 
course, the rise of the silk cocoon industry. The growing demand for 
silk, mainly from the United States, led to an eightfold increase in 
cocoon output from 1880 to 1930. Even with the collapse of silk 
prices after 1925, cocoons contributed 17% of gross agricultural 
output from 1929 to 1933.^'' They were still a poor second to rice, 
which provided 52%. Like the coal and fishing industries, however, 
sericulture played a crucial role hardly expressed in mere output 
values. 

Silk furnished a precious margin of money income for great num- 
bers of peasant families — the more so as mulberries could be grown 
on land ill suited to food production and the rearing of silkworms 
required chiefly seasonal family labor. In foreign trade it provided 
Japan’s premier export for over sixty years. Raw silk alone brought 
in more than one third of her entire commodity export earnings in 
foreign markets through most of the years from 1870 to 1930. Nor 
is even this a measure of its value, since unlike so many of lier manu- 
factured exports it required no imported materials. Probably the 
raw silk trade financed no less than 40% of Japan’s entire imports 
of foreign machinery and raw materials utilized domestically over 
this period. It only yielded its supremacy as synthetic fibers made 
progressive inroads in the American market after 1930. That the 
lowly silk worn should play such a massive role in Japanese indus- 
trialization is truly astonishing. 

18 Supreme Commander for the Allied Powers, GHQ, Natural Resources Section, 
Report No. 108, Crop Statistics for Japan, 1876-19/f6, Tokyo, 194H, pp. 16, 20, 24. Tea 
statistics were revised in a later report, NRS No. 125, Tea in Japan, Tokyo, 1949, 
p. 47. 

19 “Hompo fJenshi Seisambutsu no Scisan Survo,” cited, pp. 2, 16. The silkworm 
industry is classified here in agriculture, rather than livestock. 



THE SCALE OF ECONOMIC GROWTH 


95 


Mention of raw silk, and earlier of cotton, draws attention to the 
powerful influence of foreign trade on the rate and direction of de- 
velopment in Japan’s extractive industries. While we return to 
this point in Chapters 6 and 7, two further observations may be 
made briefly here. 

The great bulk of Japanese primary production, including raw 
materials as well as food, continued to be sold in the home market for 
domestic purposes. It is true that a foreign market quickly arose 
after 1868 for such products as tea, copper, coal, and cocoons in 
the form of silk. Through the nineteenth century, indeed, the pro- 
ceeds of primary exports were a major means of financing Japan’s 
overseas requirements. I^ater, as industry developed, domestic raw 
materials diminished in relative importance, but tliey still furnished 
much of the net value embodied in exports, notably of silk products, 
and of certain foodstuffs and miscellaneous manufactures. Even so, 
the home market furnished the yirincipal demand for the outpqt of 
the extractive industries as a whole throughout the period. The 
growth of production reflected mainly a growth in domestic con- 
sumption, not the expansion of Ja])an’s export trade. 

The second point concerns iihports of food and materials in 
their supplementary and competitive aspect. After 1900 Japan 
became increasingly de])cndent on colonial foodstuiTs, and still more 
on industrial materials purchased from foreign countries. In a few 
cases, like those of cotton, soybeans, and copyier, imports displaced 
domestic y)roduction in ilic sc*nse that the latter actually declined. In 
otliers, like tliose of sugar, rice, and coal, they at least retarded the 
growth of home output through providing better and cheaper 
sources of supply abroad. On the whole, however, imports were 
of such a oliaractcr, especially in llie case of industrial materials, 
that they lendeti to supploincnt rather tlian displace domestic ]>ro- 
duction. Since the latter also continued to grow, the total supydy 

20 If is worth stressiiip lliat Japan’s Miinll exports of her own primary products 
(raw or processed), relative to tlie exports of other Asiatic countries, have been 
a function not merely of comparative poverty in many natural resources hut of a 
prowing home demand. 

Through the prewar decades she exported two thirds or more of her cocoons (as 
silk), and from two thirds to one half of her tea. IJkc tea, coal and copper were 
also exported heavily before World War i, hut overseas markets declined thereafter 
in relative importance as domeslie requirements grew. During the interwar period 
Japan shifted to an import basis in both minerals. Shipments of primary products 
of all types, in raw or proeesseti form, reached their all-time peak in 1927-36. Yet 
exports to foreign countries and C(»lonies took only 7% of Japanese food output 
(in calories)— largely fish, sugar, and flour — and were greatly overbalanced by 
imports. In lumber and pulp the ratio was only 6%, even with Karnfuto production 
regarded as doiiiestic, while in most minerals, of course, the country was heavily 
dependent on foreign supplies. (See Chapter 7.) 
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of primary products utilized in Japan increased in response to the 
combined gain from both internal and external sources. 

The net supply of such products available for domestic con- 
sumption increased less rapidly than the sum of imports and do- 
mestic output. For an important share of imports from foreign 
countries and colonies — at least 25% in 1930 — were reprocessed for 
ex})ort as manufactured goods. (See below, Tables 28 and 32.) 
Cotton is the leading example; 505,000 tons were imported in 1930 
as against 237,000 tons exported in the form of yarn, cloth, etc. 
Also, as observed above, domestically produced materials like silk 
continued to be exported. On balance, however, net imports of ma- 
terials for domestic use were greater in value than the domestic 
materials embodied in raw' and processed exports. In this sense, the 
total supply of food and raw' materials available for domestic utiliza- 
tion (excluding exports) rose even more rapidly, relative to popula- 
tion, than the indices of domestic production — assuming they are 
accurate — would indicate. Imports, in other words, w'ere adding a 
grow'ing margin for domestic consumption and capital formation. 

Primary Production and Industrial Progress. The grow th of pri- 
mary production was interrelated with industrialization and urbani- 
zation at every point. 

As industry developed, it offered a w'idening market for the food 
and raw material surpluses of the countryside. It also contributed 
to fuller exploitation of Japan’s natural resources by facilitating im- 
provements in transport, credit, and production techniques. On the 
other hand, the increasing productivity of the primary industries 
created a grow'ing home market for manufactures and services, espe- 
cially as incomes rose beyond the level wliich afforded a bare sub- 
sistence.^^ Through the circuits of exchange w'hich developed, more- 
over, it provided a large share of the food and raw materials to 
sustain industrial grow'th. As described above, it did this either 
directly from domestic output, or indirectly through exports of agri- 
cultural, mineral, and fishery products. The latter helped to ])ay for 
machinery and industrial materials required from abroad in increas- 
ing amounts. 

Close functional interdependence betw’een the extractive and non- 
extractive industries is characteristic of any economy undergoing 
all-round development. Rarely if ever has any country achieved sub- 
stantial industrial development without an earlier, or a parallel, ex- 
pansion of its agricultural and other primary industries. This is 

21 Not only did purchasing power grow, but a larger proportion, after a certain 
point, WHf' devcitcd to the output of manufacturing and service industrifs in the 
form of more and better clothing and housing, education, travel, health services, and 
other amenities. Sec Chapter 8. 
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true notably of a “new” country, but also of an already densely 
settled region where modernization gives a fresh impetus to popula- 
tion growth. If its manufacturing industries must look abroad in 
the main for raw materials and markets to sustain their growth, 
if its farmers are unable to produce a growing food surplus to feed 
the cities, its industrial progress is apt to be slow. 

Japan was no exception in this regard. In view of her limited soil 
and subsoil resources, liowever, she was fortunate in tw'o respects. 
First, she was an island nation, with a relatively small population, 
a good location for trade w'ith botli the East and the West, and ex- 
cellent sea communications both internally and externally.*® Second, 
she passed through the early stages of industrialization in an era 
when world primary production was generally expanding. Her re- 
quirements, except in cotton, did not bulk large in world markets. 
She was able to buy in the cheapest market, wherever it might be, 
and payments were readily cleared through the multilateral arrange- 
ments which prevailed in world trade. These circumstances* mini- 
mized the effect w'hich her expanding demand for foreign food and 
raw materials would otherwise have had on the terms at which these 
commodities were exchanged for her own manufactures. 

For these reasons alone, it will probably be more difficult today for 
big and also densely populated countries like China and India to 
achieve a comparable rate of industrialization. Their impact on 
w'orld markets — especially in food supplies — might be far greater. 
Also, Japan was able to reduce the net cost of imports (1) by cheap 
water transport; (2) by developing colonial sources of certain food- 
stuffs which she was able to ])urchase on relatively favorable terms; 
and (13) by using secondary grades of many materials — short-staple 
cotton, reclaimed rubber, etc. These materials might be poor by 
Western standards, but they satisfied the demands of her domestic 
and foreign markets at the time for low-grade manufactures. This 
also lightened the load of her import requirements. 

Even so, Japan’s problem in financing her overseas needs imposed 
a heavy and continuous burden, especially as it w^as complicated at 
times by large outlays abroad for war purposes. It w'as handled as 
well as it w^as only because she w'as able, despite phj^sical and social 
handicaps in agriculture, to increase her owm food and raw' material 
production perhaps ns much as 200 % in the course of five decades. 
(Table 3.) In considering the lessons of Japan’s experience for 
other Far Eastern countries, this point is fundamental. 

Interdependence between the grow'th of the extractive industries 
and the grow'lh of the processing and service industries w’as thus a 

22 For a more poncral discussion of these factors in the dynamics of Japanese 
economic development, see Chapter 10. 
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condition of Japanese economic development no less than of that 
of most other countries. However, the balance among these indus- 
tries and their relative rates of growth naturally vary widely among 
countries. One decisive factor lies in differences in natural endow- 
ments. Japan’s complement of resources, together with the world 
trading opportunities which developed, worked strongly in favor of 
industrialization from an early date. But the pattern of develop- 
ment can also be strongly influenced by institutional factors. Again 
in the case of Japan political structure and national policy entered 
the balance to weight the scales against agriculture and in favor of 
the rising industrial and commercial classes. The extractive indus- 
tries were so preponderant in Meiji Japan that they necessarily 
were the source of much of the income and wealth which went into 
industrial growth and military expansion. This tendenev was further 
reinforced by the policies of the State and the interests of those 
groups which have held the dominant power in modem Japan. 

To elaborate this aspect of Japanese histor}" in detail would 
carry us far afield. In good part it centers on the institutional ar- 
rangements controlling the distribution of agricultural income, on 
the one hand, and the direction of private investment and State 
spending on the other. (See Chapter 10.) Heavy farm taxation 
provided the chief means through which the Meiji governments 
financed their heavy military outlays and development programs 
through the early decades. It was the farmers also w'ho ultimately 
footed most of the bill for the huge loans through which the State 
commuted the feudal pensions of 400,000 samurai families in the 
seventies and staked many of them to a fresh start as bankers and 
businessmen. The new land tax of 1873 was fixed at 3% on land 
values assessed at 8.5 times the cro}) yield as detei mined at the time.®* 
This tax is said to have appropriated 33% of the total crop at the 
outset — nearly as much as the .share ap}>roy)riated by the feudal 
lord under the Tokiigawas. It provided 04 of the government’s 
tax revenue at this time, and over half until almost the turn of the 
century. 

In 1877 the land tax was cut to 214% on assessed land values. Also 
its yield was further reduced by the inflation of prices then under 
way. This lowered the proportion of tlie crop represented in the tax, 
which was paid in money at a fixed rate. But the benefits of the 
reduction accrued only to landowners who paid the tax, and par- 
ticularly to the owners of tenanted land (already nearly a third of 

2® P. Mayct, the able apriciiltural expert employed by the government at the time, 
estimated the land tax in 1878 at 30% of net iticorne on investment in land. This was 
two to seven times the rates prevailing in European countries at the time. Agrv- 
cultural Insurance^ London, 1893, p. 230. 
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the cultivated area), who collected their rents largely in the form 
of fixed amounts of produce paid over in kind. The more well-to-do 
landlords thus secured additional revenue for moneylcnding or new 
commercial and industrial ventures. For the small cultivator, how- 
ever, such gains were likely to be offset by the disabilities suffered 
as he entered the money economy — lack of credit, the vagaries of 
prices, too little land. 

No doubt the agricultural classes as a whole benefited from the 
rise of agricultural productivity which took place through the Meiji 
period. But masses of less successful peasants were driven into 
tenantry and debt in the first twenty-five years, especially when the 
price of rice fell calamitously in the eighties. In subsequent decades 
escape from this condition was made difficult — for many, impossible 
— by the high price of land, high rents, and the high cost of credit. 
Japan thus repeated the earlier experience of many European coun- 
tries, but witli less justification. For the social ills attending* the 
unregulated commercialization of agriculture were now well recog- 
nized and the remedies were ready at hand had the country’s rulers 
chosen to adopt them.^* 

The mounting surplus of farm |>opulation had to find employment 
increasingly outside agriculture. Those families which remained on 
the farm also souglit supplementary income, either through part- 
time employment in local industries, or through putting their re- 
luctant daughters into the textile factories of the towns and cities. 
High rents, interest on farm debt, and government taxes channelled 
a large share of agricultural income into the possession of financial 
institutions, city landlords, and the State treasury. This also drew 
an increasing share of the country’s food supply off the farm and 
into the cities to support the rising urban population. Thus labor 
and income were steadily siphoned off the farm to provide the human 
and material resources for industrial and commercial expansion. 

These pressures upon the Japanese peasant arc reminiscent of 
those experienced by the English yeoman a century or more before, 
when he found himself dispossessed by the enclosure movement and 
the disappearance of common rights which accompanied the rise of 
capitalistic farming. In Japan, however, the new forces at work 
failed to produce any revolutionary change in the technology of 
agriculture, as in eighteenth century England. Topography, the 
nature of rice culture, the superabundance of farm labor, the social 
background of the peasant — all worked to perpetuate the small farm 
operated with family labor. On the other hand, these circumstances 

2^ See, for example, Mayet’s proposals, in ihid.f for a system of agricultural in- 
surance, rural credit, and tax relief. Agricultural policy is discussed further in 
Chapter 10. 
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did not prevent a substantial growth in production, as we have seen. 
This growth, together with a pattern of income distribution which 
turned large streams of agricultural income into nonagricultural 
uses, brought a marked expansion in the surpluses of food and ma- 
terials available from domestic production to satisfy the rising de- 
mands of industry.*® 

Perhaps total income and w’^calth in Japan would have grown 
more rapidly had national policy been directed more vigorously to 
improving the lot of the agrarian class.*® Poverty and insecurity 
tended to deprive the peasant of both the means and the incentive 
for rapid gains in efficiency. Certainly such a policy could have 
produced significant changes in the direction of greater economic 
equality and political democracy. It appears that Japan’s land and 
sea resources were nevertheless exploited with increasing success, and 
on a scale such that the exploitation played a vital role in the coun- 
try’s industrial transformation. The limits imposed by nature made 
it inevitable, how'ever, that a growing population could only find 
economic relief in the long run as new opportunities were created in 
manufacturing and the services. If the growth in primary produc- 
tion failed to bring a more substantial gain to the farmer, the fisher- 
man, or the miner who continued in these pursuits, this reflected the 
intense pressure of population upon employment opportunities, with 
its accompanying social and economic inequities. These circum- 
stances put the mass of people at a constant disadvantage in their 
struggle to increase their output per capita and retain a larger share 
of the fruits of their labors. 

Manufacturing and Services 

When one leaves the field of primary production and turns to 

zs In 1930, as noted in Chapter 2, out of net ap.-U’uItural income totalling 
million yen, taxes took 336 million; rent to ulis.?ntee landlords, 173 million; and 
interest charges paid to persons outside agriciilture, 173 million. 

so Particularly through greater investment in technical Cv'lucation, capital improve- 
ments in agriculture, and the provision or cheap credit and marketing safeguards 
for the small farmer. It cannot be denied, however, that the only ultimate .solution 
for Japanese agriculture lay — still lie.s — in opening up nllcrnative occupations for 
the agrarian population. In this respect the bias of State policy was sound. It 
should also be said that critics often overlook the measures of agricultural relief 
which the government did undertake after World War i, e.spccially the efforts to 
stabilize rice prices and moderate the competition of colonial rice. 

In the realm of fiscal policy, direct taxation continued to discriminate heavily 
against the agriculturist. This came to be offset, however, by the mounting burden 
of consumption taxes, which h.jre hcuvilv (an ! regressivclv) on the city popula- 
tion. Sec Hioyc Ouchi, “Tax Burden on Salaried Men and Farmers as Revealed by 
the Official Survey of Their Livings,** Bulletin dc VInalitut Jntrrnntional de Statia- 
tiquBf vol. XXV, part 2, Tokyo, 1931, pp. 372-92. By modern Western standards, the 
outstanding characteristic of the Japanese tax system as a whole was not its unequal 
incidence on different occupations but its leniency in taxing high income.s, espe- 
cially incomes from dividends and profits. See below. Chapter 10. 
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otlier major sectors of the Japanese economy it becomes more dif- 
ficult to present any summary evidence of the aggregate growth 
over several decades. 

This is true of “secondary*’ industry — manufacturing, construc- 
tion, and public utilities.*’ Still more is it true of many commod- 
ity-liandling and other services, sometimes called “tertiary” in- 
dustries — i.e., transport, communications, trade, finance, govern- 
ment, and the professions. Throughout most of these fields produc- 
tion is less homogeneous and standardized than arc agricultural 
crops or minerals. It is apt to change widely in character over 
periods of time. And for many of the services there is no yardstick 
of measurement at all except for unstable money values. Moreover, 
Japanese statistics are particularly deficient in the realm of handi- 
craft industry and the small-scale trades, where they exist at all. 

In some branches of secondary and tertiary industry, nevertheless, 
one can estimate at least roughly the magnitude of growth in modern 
times. Several such indices arc presented in Table 5. They include 
manufacturing production; the two chief agencies of long-distance 
transport — railways and shipping; foreign trade; and clearing of 
bank bills (deflated). 

The relative rates of advance depicted in Table 5 conform to one’s 
expectations. Most spectacular is the rise of manufacturing activity. 
This index climbs steadily from 69 in 1905-09 to 377 in 1930-34, 
a more than fourfold increase in twenty-five years. Such long-term 
comparisons are not very meaningful, because of the great changes 
which took place meanwliile in the character and composition of 
manufacturing. Clearly, however, the advance of Japanese industry 
far outdistanced the growth of primary production in this period. 
The latter failed even to double in tliis quarter century. (Table 3.) 
In betw'een are the indices for overseas trade and for transport, re- 
flecting the combined influence of both types of commodity produc- 
tion. Here the gains are on the order of a two- to fourfold increase. 
If data were available on the other service trades — merchandising, 
finance, the amusements, etc. — one suspects tliey would tend also as 
a group to show these intermediate rates of growth. The index of 
clearings of bills (deflated for commodity price changes) is a rather 
unsatisfactory measure of the volume of commercial transactions, 
but it does point to the growth of activity in this field. 

27 Mining is sometimes classified with secondary rather than primary production, 
owing to its large-scale capitaiistic organization, and its close relationship with the 
metallurgical and machinery industries. In the case of .Japan, however, these 
latter industries are less reliant on domestic raw materials than a good many 
other industries. Moreover, a special interest attaches to the distinction between 
industries engaged in exploiting natural resources, taken together, and those 
whose net value product is created mainly by processing such materials, whether 
domestic or imported, or by providing nonmaterial services. 
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Table 6 . Growth of Manufacturing Production, Transport, 
and Commerce of Japan Proper, 1S86-19S8 
(indices; 1910-14 = 100) 




TRANSPORT 

OVERSEAS TRADE^ 



MANUFAC- 

Railway 

Merchant 

Volume 

Volume 

BANK 

ANNUAL 

TURING 

Freight 

Ship 

of 

of 

CLEARINGS 

AVERAGE 

PRODUCTION® Traffic^ 

Tonnage'^ 

Imports 

Exports 

(deflated)* 

1885-89 

— 

2 

19 

16 

16 

— 

1895-99 

37 

24 

38 

46 

31 

— 

1905-99 

69 

68 

78 

87 

61 

74 

1910-14 

100 

100 

100 

100 

100 

100 

1915-19 

160 

161 

142 

124 

168 

251 

1920-24 

217 

218 

213 

190 

142 

344 

1925-29 

313 

277 

227 

242 

217 

421 

1930-34 

377 

256 

238 

277 

327 

443 

1935-38 

600 

354 

263 

347 

505 

424 

• Source and details are 

given in liable 8, hclow'. 




b Ton.s of freight carried by government and private railways. The 1910-14 annual average 


was 85,372,000 metric tons. Data for 1H85-1925 from Asalu Shiinbun-sha, Nippon Keizai Tokm 
Sokan, Tokyo, 1930, pp. 807, 818; tor years thereafter from Ministry of Finance, 8tati»tirnl 
Year-Book of Finance and Econo mp of Japan, IU'(H, Tokyo, 194-8, pp. 707, 709. 

c Gross tonnage of all steam, motor, and sailing vessels, unregistered and registered in 
Japan Proper, ilapane.se Junks riica.sured in koku capacilv are converted to gros.s tons at 
10 koku z= 1 ton. The 1910-14 annual average was 2,226,000 tons. Data for 1885-99 fiom 
Nippon Keizni Tokei Sdkan, cited, pp. 835 36; for 1905-37 from Imperial Cabinet, Bureau of 
Statistics, Nippon Teikoku Tokei Nenkan, Tokyo, pa.ssiin, and Prime Minister's Office, Statistics 
Bureau, Japan Statistical Year-Book, Toky«>, 1919, p 436. This series is of limited 

significance as it lumps together ships of all tyjies from ocean liners to 6-tori Junks. Water- 
borne traffic in Jayianese ports during the limited period 1913-27 is given below, page 108. 

d See Table 26, below. 

e Value of bills cleared at all clearing hou.ses, deflated by the Bank of Japan index of whole- 
sale prices. Toyb Keixai Shini]) 0 -sha, Meiji Taisho Kokusri Sdran Fokvo, 1927, p. 81; Nippon 
Teikoku Tokei Nenkan, cited, passim. Before 1905 the clearing of bills increases with great 
rajiidity but this indicates chiefly the initial organization of clearing houses in the main 
citie.s. 


The Shiftivg Center of Gravity. By the niid-thirtics this sliift in 
the Japanese economy had reached the point where secondary in- 
dustry — manufacturing, in the hroad sense — contributed nearly one 
third of Japan’s total national income. The whole range of service 
trades, taken together, provided nearly lialf, and the extractive in- 
dustries hardly more than one fifth. 

Anticipating Chapter 9, we may note briefly the 1930 distribu- 
tion of net income produced and labor force among these broad 
categories in the table on the next page. 

At this midpoint in Japan’s industrial transition, agriculture still 
afforded the principal occupation of 14.1 million people, nearly half 
the labor force. The figure is problematical when it comes to in- 
terpretation as a measure of employment, since many part-time 
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NET PRODUCT^ 1930* LABOR FORCE^ 1930^ 

Value 


(millions of yen) Percent Number of Persons Percent 


Total 

10/239 

100.0 

2yjBW 

100.0 

Agriculture, fore.stry, 

fishing, mining 

2,108 

20.5 

16,014 

60.7 

Manufacturing and 

construction 

8,268 

31.9 

6,876 

19.8 

Services 

4,863 

47.6 

8,659 

29.3 


» Estimates of the Imperial Cabinet, Bureau of Statistics, as revised and published in U.S. 
Department of State, National Income of Japan^ Washington, 1945, p. 86, with further minor 
modifications by the author. (See below, Tabic 38). The figures purport to represent income 
produced in Japan Proper, including self-supplied commodities of marketable variety. They 
are calculated mainly by the gross-value-ininus-cost method, and are net of depreciation, de^ 
pletion, and most business taxes. 

b Basic data from Imperial Cabinet, Bureau of Statistics, Shown Oo-nen Kokusei Chosa 
Saishu HokokuehOf Tokyo, 1938, table 47 (industrial classification). Certain categories of 
the census have been shifted here and recombined to arrive at a classification roughly con- 
sistent with that u.sed in the net product estimates. (See below. Table 41). 

family workers are included. Nevertheless, a pronounced shift away 
from "farming as the foundation of national economic life had clearly 
taken place over the previous half century. It now produced no more 
than 20 % of Japanese national income at prevailing prices. While 
one is uncertain what comparable figures for 1870 or 1900 would 
show — ^the estimates are of dubious accuracy (see below; — there 
is no doubt as to the displacement of agriculture from its traditional 
supremacy by industry and related services. This shift wels only 
accelerated in the decade 1930-40, despite the recovery of farm 
prices from their low level in 1930. 

These differential rates of growth in major sectors of the Japanese 
economy involved many problems of structural change which can- 
not be examined here. One aspect may be mentioned, however, be- 
cause of its particular relevance to the hopes of other Far Eastern 
countries now on the threshold of industrialization. Even Japan’s 
rapid rate of industrialization failed evidently to reduce the actual 
farm population after the turn of the century. Some 5,359,000 farm 
families were recorded in 1903, when an annual count was begun. 
There were 5,575,000 families in 1937, three decades later. The 
actual increase may have been greater, though perhaps at the same 
time the peasant population became less wholly occupied in agri- 
cultural pursuits. In any case, it was no small achievement at least 
to prevent a sizable growth in the number of farm families while 
the country’s total population was swelling from 46 to 71 millions. 

(See below. Chapter 9, for further details.) 

Economic planners in other densely settled Asiatic regions would 
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do well to bear in mind Japan’s apparent inability to take people 
off the farm in large numbers, despite a spectacular rate of indus- 
trialization. If the figures arc correct, she only managed to enlarge 
the average farm 10 to 15% by a corresponding addition to the 
cultivated area. It remained hardly more tlmn 2^2 acres. Her 
neighbors all have greater potentialities for adding to farm lands, 
but Japan’s experience seems to create a presumption that they will 
be unable to move large numbers of people out of agriculture, un- 
less they arc more successful than the Japanese in controlling popu- 
lation growth. Countries like China could easily experience a con- 
siderable increase in agricultural population, not a reduction, even 
with a quite successful industrial advance. 

One other observation from later chapters may be anticipated 
because of its general significance for the process of growth depicted 
here. Table 5 presents an index of overseas (foreign and colonial) 
trade which shows an upward geometric progression almost uninter- 
rupted for fifty years. The volume of exports doubles every decade 
on the average. Imports also advance at about the same rate until 
the thirties. Meantime, of course, both changed radically in char- 
acter. In 1878-82 exports were about equally di\ided in value 
between raw products and manufactures (including semimanufac- 
tures) ; imports were over 75% manufactures. (Tabic 29.) By 1985- 
38 exports to foreign countries were 85% manufactures, and im- 
ports 62% raw products. (The inclusion of colonial trade would 
raise the latter percentage still higher.) Japanese industries now 
drew their materials from all over the world. Their products like- 
wise served far-flung markets, both in Asia and the West. 

This rapid growth of overseas trade was associated at every ])oint 
with the course of Japan’s economic modernization and expansion. 
Initially, a swelling stream of imports formed a broad highway over 
which new ideas, skills, and tools poured i.n from the West. Export 
opportunities quickly appeared to stimulate new techniques of pro- 
duction and marketing and to create new pools of business savings 
and enterprise. As the years passed, access to world markets enabled 
the Japanese to build an industrial economy heavily dependent on 
food, materials, and equipment whirh they could secure more cheayily 
abroad than at home, paying for them with those jiroducts in which 
they were able to develop a competitive advantage in one market or 
anotlier. 

Yet it was the home market again which continued to absorb the 
bulk of the output of the secondary and tertiary industries, as well 
as primary production. This was necessarily true of the construc- 
tion industry and a wide range of services — the professions, govern- 
ment, internal transport, and merchandising, catering, etc. Even 
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the sliipping industry, important as it was to Japan’s foreign com- 
merce and balance of payments, remained largely a home industry 
so far as actual cargo tonnage was concerned. Of all water-borne 
cargoes entering and clearing Japanese ports in Japanese vessels 
during 1930-d7, 83% (by weight) were in coastwise and intcrisland 
trade. In manufacturing industry as a whole, no more than 25 to 
35% of total production (by value) was sold abroad in foreign and 
Empire markets during tJic peak decade 1928-37. And one third of 
tliesc exports came from two industries, silk and cotton goods, which 
bulked far larger in the export trade than in the manufacturing 
economy. (See below, Chapter 7.) 

In quantitative terms, therefore, the expansion of Japanese in- 
dustry and service trades represented mainly a growth in the output 
of consumption and capital goods marketed within the expanding ex- 
change circuits of the domestic economy. Without foreign trade, 
to be sure, the Japanese economy would have borne little resemblance 
to what it had now become. But its vital significance lay in the man- 
ner in which it tied into these circuits, and nourished them with over- 
seas resources, rather than in its bulk share of the web of activities 
whicli now constituted the livelihhod of 70 million Japanese. 

Transport and the Groivth of the Market. No single industry 
played a more essential role than transportatioii in Japan’s eco- 
nomic growth. Specialization by regions and occupations vith- 
in tl»o islands, the exchange of goods overseas, and the whole 
growth in the scale and ])roductivity of the economy depended upon 
improved access to wider markets. 

In 'I’okugawa days not only was foreign trade almost w’holly 
interdicted, but internal trade >vas crabbed and confined by bad 
transport, along witli official barriers and restriction. Land trans- 
portation was mainly by bearer, horse, or oxcart. Horses w'cre main- 
ly for the nobility and the military; cart traffic was limited; even 
the wheelbarrow^ was little used, "riiere wTre few’ highw’ays W’orthy 
of the name, and tliey were used chiefly for travel and posts."® Bulk 
cargoes like the feudal rice taxes moved principally by sea. But junk 
navigation w’as slow and uncertain, the construction of large vessels 
being forbidden by the Shogunate. In the 1860’s it still took 30 to 
40 days to go from Tokyo to Kyushu, a distance of 600 miles. And 
on the best highw’ays, even as late as 1884, the cost of transport 
doubled the price of a bu.shel of rice in tw’cnty miles. In Germany, 
by way of contrast, grain could now' be hauled 100 miles on turn- 
pikes or 400 miles by rail before its cost was similarly increased. 

Robert B. Hall, “Tokaido: Road and Region,” The Geographical Review, vol. 
XXVII, no. 3, July 1937, pp. 353-77. 
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“On the poorer roads of Japan,” remarks J. J. Rein at this time, 
“rice does not bear a transportation of five miles.’”® 

In Japan, as in eighteenth century Europe, the industrial revolu- 
tion brought with it a revolution in transport and communica- 
tions. One of the first acts of the Meiji reformers was to build 
a railway from Tokyo to Yokohama.®® The rapid extension of 
the rail net until it spread through the home islands was a prime 
objective of the authorities. Like Moltke, they sought it for stra- 
tegic as well as economic reasons. In contrast to the Western coun- 
tries, whose early railroads were often built in short stretches by 
local interests, Japan thus gained the economies of a national system 
almost at the outset. No less important for these sea-girt islands 
was the building of a merchant marine, first by the purchase of 
steam tonnage abroad and then by state-encouraged construction 
at home. (See Chapters 7 and 10.) 

Better transport of both types, together with the creation of a 
modern system of postal, telephone, and telegraph communications, 
played a crucial part in unifying the national market and linking 
it with the outside world.*' First it facilitated a geographic extension 
of the internal and external market by lowering the cost of moving 
goods and people. Then it sustained the further development of 
the market as rising productivity steadily widened the opportunities 
for profitable exchange. In one generation, from 1888 to 1913, 
freight traffic on Japan’s spreading railways rose from 848,000 tons 
to 40,600,000 tons. For >vatcr-borne commerce no comparable figures 
were collected at this time. While its grow th W7is less spectacular, the 
total tonnage of all merchant vessels over 5 tons increased from 
494,000 gross tons to 2,400,000 gross tons. Moreover, 60% of the 
total in the earlier year represented slow sailing junks of traditional 
design. They averaged only 17 tons apiece. In 1913 60% was com- 
prised of steamships averaging 500 tons.^’ 

The InduHrieB of JapaUt New York, 1889, p. 17. In parts of China today it is 
estimated that transport costs will double the price of wheat in fifty miles. 

so With some exaggeration. Rein remarks that Commodore Perry impressed the 
Japanese more with miniature railway and telegraph exhibits which he brought 
along than with his “stately squadrons.** ibid., p. 611. 

31 Even such a commonplace thing as the rise of postal traffic to large proportions 
was symptomatic and wholly new. In old Japan, prior to the organization of a 
government postal service in 1871, letters were exchanged on a limited basis through 
private postal guilds. In 1872 the new postal system carried only 2.6 million items; in 
1882 the number passed 100 million; and in 1904, 1,000 million. For an early history 
of the postal service see the Department of Communications’ A Short Sketch of the 
ProffresB of the Postal Service in Japan, Tokyo, 1892. 

32 While laying etnphu.sis on the importance of improved transport, one should not 
overstress this factor. The main limitations on the domestic market in Tokugawa 
Japan, as in the Middle Ages of Europe and in preindustrial Asia today, were 
social, not geographic. Many handicraft wares produced in ancient Japan could not 
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Railways and steamships have become the conspicuous, modern 
types of transport in modern Japan. Yet it would be misleading to 
confine attention solely to them. Back of their expansion lay a per- 
vasive modernization of local traffic by more economical means, in- 
cluding simply the spread of wheeled vehicles. Today the horsecart 
and the rickslia may seem archaic. In Meiji Japan their appearance 
in large numbers was revolutionary. For a modern analogy one 
might cite the mountainous province of Kweichow in Southwest 
China, where as recently as twenty years ago there were virtually 
no roads or wheeled traffic. Through the nineteenth century, indeed, 
the economic gains from railway construction in Japan were over- 
shadowed in their immediate economic importance by the benefits 
from tlic local building of narrow, dirt roads, the introduction of 
the ricksha,'*® and the growing use of carts. Table 6 shows a four- 
fold increase from 1877 to 1897 in the number of registered carts 


Table (). Number of Carts, Motor Vehicles, and Bicycles 
liegistered in Japan Proper, 1877-1987^ 



1877 

1897 

% _ 

1917 

im 

llor.scc.'irts 

782 

86,596 

216,574 

307,889 

Oxcarts 

Other goods-carls, 

1,780 

16,430 

35,362 

111,146 

hiiniaii' or animal - 
drawn 

158,240 

1,225,923 

1,936,406 

1,519,334 

Rickshas 

136,761 

200,690 

113,274 

16,376 

Bicycles 

— 

— 

1,073,444 

7,878,463 

Motor vehicles 


— 

3,856 

128,735 


» Data for IS77 1917 from Asahi 8hiiiihiin -.sha, Nippon Keizai Tdkei Sohan, Tokyo, 1930, 
833; for 1987 from Impfrial Cabinft, Bureau of Statistics, Nippon Teikoku Tdkei Nenkan, 
no. 58, Tokyo, 1939, p. 214. 


pulled by horses, oxen, or men. Partly this represents more complete 
registration for tax purposes; but it must also reflect an extensive 
growth and improvement in short-haul transportation. Increasing 
mobility, achieved mainly by simple, even traditional, techniques, 
was of great importance in reducing local price differentials, in mov- 

l)e marketed in the immediate neighborhood, but only some distance away in Yedn 
and other cities where the wealthy nobility and merchants congregated. Only with 
the general rise of productivity and purcha.sing power could Japan develop a mass 
market for industrial goods, regardless of transport costs. Moreover, even today 
she lacks such a market for many manufactures in wide use, owing to marked con- 
sumer preference for individuality in .style and design. 

S3 The ricksha was introduced in the 1870’s for narrow, undeveloped roads. After 
1900 its numbers began to decline as bicycles came to be widely used. By 1930 there 
was a bicycle for every ten people in Japan. 
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ing people to cities in search of new occupations, and in facilitating 
the growth and diversification of production.®* 

In later years the pack horse and the cart gave way increasingly 
to the railway and the truck, just as sailing vessels inultipled less 
rapidly than steam. Similarly, water transport as a whole failed to 
keep pace with the railways as a carrier of domestic freiglit. From 
1913 to 1927 coastal shipping increased e50% in cargo tonnage.®® 
Railway freight traffic rose nearly 150%. In other words, the latter 
grew three times as rapidly. Yet Japan’s resources for water trans- 
port continued to be of great significance, in domestic as well as 
foreign trade. Bulk commodities like Kyushu coal continued to 
move by boat to a considerable extent.®® Nearly 80% of the total 
w'ater-bornc cargo entering and clearing Japanese ports still rep- 
resented coastal and intcrisland traffic. (Sec page 350.) Taken 
togetlier, rail and water freight traffic liad np})roxiniately doubled 
since 1913. This may perhaps be taken as a fairly good index of 
the over-all growth in Japanese commodity production for the 
market over the intervening years.®^ 

One of tlie most significant accomyianiments of Japanese indus- 
trialization, then, was tliis increasing mobility of goods and people. 

*4 Better transport was essential to the of urban populations. Tf> cite 

one $irn])le example, when the vepetable supply of a Jiipane.se city had to he 
broufrht in by wheelbarrow, the supply area was confined to a radius of about 12 
kins. When carts came into pencral use in Mciji times the limit was extended to 20 
kins. Later, trucks pushed the limit to iO kms , and, in addition, the prouth of lonp- 
distance tran.sport and murketinp urranpements bepan to brinp in supplies from 
distant districts. Y. Yapi, “Horizontal and Vertical Differentiations in the Apri- 
cultuTvd Production of Japan,*’ Kyoto Vnivvrsity Economic Review^ vol. ix, no. 1, 
July 1934, pp. 41-48. 

Nippon Keizni Tokei Soknn, cited, p. 1233, pive.s int; a-Kmpirc carpo enterinp 
and clearing Japanc.se ports a.s follows (in millions of hmp tons): 


1913 

60..5 

1915-19 (average) 

69.6 

1920-24 (average) 

69 1 

1927 

91.7 


Traffic with the colonics is believed to comprise little niore than of these totals. 
With Korea it is entirely excluded during the years 1913-10. The balance is coastal 
and interisland trade. 

*8 Like England and unlike China, Japan possesses the great advantage of large 
coal deposits located at tidewater. In the thirties about half the coal consumed in 
.Japan moved by water. (Oriental Economist vol. in, no. 6, June 193(i, p. 403.) 
Water-borne cargoes of :«1I t>pes carried by steam vessels in foreign and domestie 
commerce, and by auxiliary sailing ships in coastal trade, averaged 110 million nictrie 
tons in the fiscal years 1930-30. By compari.son, all the railways of Japan carried 
only 79 million tons a year. (Bank of Japan, Economic StntUlica of .Japan, 
Tokyo, 19,50, p. 75.) 

87 Because of its mountnin.s, its poor road net and its pood sea communications, 
.Japan has never developed extensive motor transport. Domestic production of motor 
vehicles was also of little con.srqiience until after 193.5, when govcriiTnent ])rotection 
and tax favors were increased for military reasons. See U.S. Strategic Bombing 
Survey, Japanese Motor Vehicle Industry^ Washington, 1946. 
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Chapter 9 underlines its essential role in the adaptation of resources 
to new demands and production techniques. Its external aspect, the 
growtli of overseas shipping and foreign commerce, is well known. 
Less fully appreciated is the corresponding advance which took place 
in internal mobility. Without it the spectacular growth of cities 
would have been impossible. Perhaps the point may be clinched by 
a final comparison of railway traffic in Japan with that in two other 
countries, both of them continental regions more dependent on land 
transport than Japan. Rail traffic in 1937 was as great in Japan 
as in France, a country nearly 50% larger in area. It was four 
fiftlis as great as in India, a country ten times the size of Japan.** 
No single feature of Japan’s industrial revolution was more striking 
than this factor of movement. 

Rise of Manufacturing Industry. Wc turn now to the growth of 
manufacturing production. This was of special significance for the 
rest of the world because of its close relationship with foreign trade. 
Here again, searching for measurements of over-all growth, one 
confronts the difficulty already mentioned in the case of transporta- 
tion. For private plants large enough to be classified as factories the 
data are relatively complete in recent decades. For government- 
owned factories they are more limited. And for workshop industry, 
i.e., small establishments employing less than five operatives, pro- 
duction statistics were virtually nonexistent prior to 1939 except in 
a few major branches. 

State-owned factories produced largely for the special require- 
ments of the Army and Navy. The chief exception was the Imperial 
Iron Works, the largest iron and steel concern in Japan.*® Other 
enterprises retained tli rough the prewar period included the various 
arms and powder plants of the great Tokyo and Osaka arsenals; 


«« A rough comparison of nil rail trafRc, based on actual freight movement plus 
passenger traflic converted to freight equivalent in proportion to receipts. The 
figures are ns follows for 1937: 



Area 

{thousands of sq. kms.) 

Rail Activity 
{millions of ton-kms. 
freight equivalent) 

Japan 

882 

4G.9 

France 

551 

46.9 

India 

4,079 

57.7 


Railway estimates are from U.S. Department of State, Energy Resources of the 
WoHd. Washington, 1949, p. 9. 

*» Tlie Imperial Iron Works at Yawatn, organized by the government in 1896, 
produced at least 60% of the pig iron and nearly half of the steel of Japan Proper 
until 1933. In 193i it was merged with six private companies to form the Japan 
Iron Manufacturing Company. The government retained a controlling interest, but 
thereafter the official manufacturing statistics apparently classify the entire enter- 
prise in the category of private industry. 
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the dockyards and machine shops of the Yokosuka, Kure, Sasebo, 
and Maisuru Naval Stations ; the factories of the Tobacco Monop- 
oly; wool and clothing plants for the armed forces; and miscel- 
laneous smaller establishments. In the infancy of Japanese industry, 
State enterprise was of considerable importance. As described earlier, 
many of the initial pilot plants in various industries owed their 
establishment to government initiative and operation. Especially 
was this true in metallurgy, machinery manufacture, and shipbuild- 
ing — all of first-class importance to the military. Even after the 
government withdrew largely from the field of industrial enterprise 
in the eighties. Army arsenals and Navy dockyards continued to 
foster improved technology in the engineering trades. 

Quantitatively, however, with the growth of private capitalism 
State-owned enterprise became relatively unimportant, despite the 
size of the military establishment in Japan. By 1914 government 
plants employed only 12% of the total number of factory workers. 
Through the next twenty-five years their share was rarely more than 
8%. In 1933, for example, only 188,000 out of 2,301,000 factory 
operatives were employed in State-owned enterprise.*® Nearly half 
of them were engaged in turning out machinery, vehicles, and in- 
struments mainly for the armed forces. Apart from their techno- 
logical contributions in specialized fields, and the preponderance 
of the Yawata works in iron and steel manufacture, government 
plants had long since ceased to figure importantly in the civilian 
economy, except to compete for labor, capital, and materials on a 
limited scale.*^ 

The myriads of tiny establishments comprising workshop in- 
dustry on the other hand, continued to account for a major sector of 
manufacturing activity. Only slowly did they yield to factory com- 
petition. In fact, one of the striking aspects of Japanese indus- 
trialization has been the strength and staying power of tlie small 
industrialist, especially where he has been fitted into a framework of 
large-scale organization providing him with better marketing ar- 

40 Ministry of Commerce and Industry, Kojo Tokeihyo (1936), Tokyo, 1938. p. 970. 

41 The history of the Army and Navy industries throiigrh the Meiji period is set 
forth in detail in Ushisaburo Kobaya,shi*s Military Industries of Japan, New York, 
1922. Useful as is his account, Kobayashi grossly exaggerates their importance. He 
concludes with the extravagant statement that "most of the achievements which 
raised the .Tapane.se industries, especially the manufacturing industry, as high as 
their present position at one bound within fifty years after the Restoration, are 
due to no other than the military industry^’ (p. 259). His own data hardly bear this 
out for the early period; and by 1913 his figures show that these industries em- 
ployed only 76,000 workers, operated machinery with a total capacity of only 
140,000 h.p., and spent only about 75 million yen on materials, wages, etc. (pp. 118- 
20, 156-57, 212). For comparisons with Japanese factory industry as a whole, see 
below. Table 10. 

The role of the State in the ownership and development of industrial enterprise 
is discussed at greater length in Chapter 10. 
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raiigenicnts, credit, and cheap electric power. Here it may be re- 
corded that as late as 1930 plants of less than five operatives still 
furnished 30% of the net product of all manufacturing establish- 
ments in Japan. (Table 38.) 

Small-scale industry was even more important in terms of employ- 
ment. Census data on Japan\s industrial labor force in 1930 give 
the following distribution of the nearly 6 million men, women, and 
children (out of 29.6 million gainfully employed) who reported 
their chief occupation to be some branch of manufacturing or con- 
struction (thousands of persons) 


Total 

M anuf aciuring 
Government 
factories 

Private factories, 
five or more 
operatives 
Private establish- 
ments, less than 
five operatives 
C onstruciion 


Independ- 
T otal enis and 

Persons Emploijers 

i/JlS 1^18 

152 — 


1 ,!)83 'hO 


2,778 1,178 

903 4U 


*' Skokuin*' 
{Managerial 
ind T ecknical 
Workers) 

Uttier 
Wage and 
Family 
Workers 

ns 


152 

SMS 

9 

143 

nfi 

1,807 

7 

1,593 

21 

498 


National Income of Japan, cited, p. 128. Factory labor force is the number of 
persons on ycur-enci ]m> rolls (I\6jo Tokeihyo |1930], cited, p. 12), with the addition 
of an estimated 40,000 entrepreneurs and .57,000 unemployed workers. Other data 
are from the October IJKJO census (Imperial Cabinet, Bureau of Statistics, ShOrva 
Oo-nen Kokui^ei ('hosa Ilokoku’ Shokugyo Oyobi Sanyyd, Tokyo, 1935). 

Fig^ures for plants of less than five operatives arc residuals, arrived at by de- 
ducting all other categories from the decennial census totals for industry. This 
method is open to objection, although used here with more refinements than have 
been employed by Prof. T. Uyeda and others. For several reasons it exaggerates the 
im])ortance of small ])lHnts. First, factory statistics exclude several minor industries 
regardless of their scale, for example, newspaper and magazine publishing, movie 
production, and salt making. Second, factory unemployment, figured at 3% in ac- 
cordance with the ccnsu.s estimate for manufacturing, is probably an underestimate. 
These errors increase by so much the small-industry totals in the above table. Third, 
and most important, is the vagueness of the census inquiry. Persons were asked in 
October 1930 what their “principal” occupation was, or, if out of work, what their 
last occupation was. The industrial total therefore includes all persons who re- 
garded them.selves as having their chief occupation in industry, even if unemployed 
at the time or only engaged part-time. (It omits persons whose chief occupation 
was elsewhere, even if they had subsidiary employment in industry.) By contrast, 
the annual factory census simply tabulated all employees on plant payrolls at the 
end of the year. 

In an interesting article on “Small-Scale Industry in Japan” (Quartsrly Journal 
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It appears that 2,778,000 persons, over half of those recorded 
as belonging to the manufacturing labor force in 1930, reported 
themselves as occupied (or last occupied) in establishments of less 
than five workers/* Here were over 1 million tiny shops, each en- 
gaging less than three persons on the average, many of them family 
members. As explained in the note to the table, there is some exag- 
geration in the figures, especially as a measure of actual employ- 
ment. Many of these persons were engaged only part-time, and some 
not at all at the time of the census. In the aggregate, however, there 
is no question of the significant role still played by the small indus- 
trialists. They produced many of the native-style consumption goods 
still important in Japanese life — foodstuffs, household wares, and 
clothing. They also turned out a large share of the woven textiles 
and other consumer goods sold abroad. 

To discuss the growth of industry without reference to the masses 
of workshops w'hich crowd the side streets of Japanese cities and 
give employment to many a rural village is to leave out a considerable 


of Economical vol. ix, no. 4, August 1947, pp. 677-604), Kdwin P. Reubens bus 
questioned this method of estimating labor in plants of less than Ave operatives. 
He doubts that small industry declined absolutely or relatively during the thirties; 
yet when the factory census was finally extended in 1939 to include these small 
plants it reported only 1,283,901 persons gainfully occupied in them. He concludes 
that the 1930 Agure could not have been as much as twice the 1939 Agure. 

Even granting that small-scale industry failed to decline relatively in the thirties — 
a doubtful point — a wide discrepancy is to be expected between the factory and 
decennial censu.ses, in view of the way they were compiled. The same discrepancy 
appears in the Agurcs for 1940, when the decennial census reports cjver a million 
more people in manufacturing than the annual factory census. Moreover, it is not 
unlikely that the factory census in 1939 and thereafter failed to record large num- 
bers of tiny enterprises scattered through the country. In the ab.sence of better 
evidence to the contrary, I am inclined to accept the 1930 Agurcs given above as 
broadly representative of the labor force (in terms of chief occupation), and to 
discount substantially the Agurcs for .small-scale industry us a measure of actual 
employment. 

Table 16, below, uses slightly different Agu^es and gives more details on labor 
force by size of plant. 

** The phrase “plants of five workers or more” or “plants of less than Ave worker.s” 
is used in this study to indicate the distinction between “factories” and smaller 
manufacturing establishments. This shorthand expre.ssion is not strictly accurate, for 
reasons which may be made clear at this point. Actually, the factory census before 
1929 defines a factory as an establishment normally employing five or more “opera- 
tives” {^ahokk6)\ thereafter a plant equipped to employ five or more. Moreover, the 
term “operatives” docs not include the entire labor force, or even all employees. 
Besides cntreprencur-workcr.s, it leaves out managerial, clerical, and technical staff 
{ahokuin), and “other employees” — janitors, cooks, guards, etc. Thus a plant might 
employ Ave workers of all types and still not be classiAed as a factory. The dis- 
crepancy is not serious, however; in 1930 the factory census lists l,88.’>,.'i18 workers, 
of whom 1,683,^63 are operatives; 132,276, ahokuin; and 69,679, other employees. 
Wherever possible I have used the more inclusive categories of statistics. The term 
“gainfully employed” refers to entrepreneurs, independents, and employees; the 
term “workers” refers to salaried, wage, and family employees; and the terms 
“worker” and “operative” are used interchangeably in speaking of the size of 
establishments classiAed as factories. 
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sector of the industrial economy. Moreover, estimates of the growth 
of industry based on factory production alone are bound to be mis- 
leading. The latter expanded more rapidly than small-scale manu- 
facturing, and to some extent at its expense. Shoes and socks, for 
example, were once made in the home; now they became products of 
the factory. (Further discussion of the scale of Japanese industry 
is reserved for Chapter 4.) 

With these distinctions in mind let us examine certain evidence 
concerning the growth of manufacturing production as a whole. As 
described in Chapter 1, the foundations of modem Japanese industry 
were laid in the eighties and nineties — the first quarter century of 
the Mei Ji era. Thereafter expansion was rapid and continuous. Al- 
ready by 1914 nearly a million persons — mostly women and girls — 
were employed in factories of ten or more workers, and perhaps 1.5 
million or more in smaller workshops and home industries. Table 7 
gives several indications of this growth: (1) The increase in private 


Table 7. Growth of Private Factory Industry, Pig Iron 
Supply, and Production of Raw Silk and Cotton 
Yarn in Japan Proper, 1884^-1914^ 



Number of 
Factories^ 

Number of 
Factory 
Operatives^ 
{thousands) 

Factory 
Consump- 
tion of 
Coal 

(thousands 
of metric 
tons) 

Produc- 
tion of 
Raw Silk 
(thousands 
of pounds) 

Production 
of Cotton 
Yarn 

(thousands 
of 400-lh. 
hales) 

Net 

Supply of 

Pig /ron® 
(thousands 
of metric 
tons) 

1884 



— 

147"* 

6,947 

13 

18 

1889 

— 

— 

367 

7,167 

67 

24 

1894 

5,985 

381 

1,093 

11,605 

292 

56 

1899 

6,699 

423 

2,616 

15,835 

757 

48 


9,234 

526 

3,705 

16,511 

695 

133 

1909 

15,426 

692 

4,319 

23,998 

1,025 

283 

1914 

17,062 

854 

8,369 

31,056 

1,666 

474 


■ Data on factories and factory operatives from Japan. Imperial Cabinet, Bureau of 
Statistics, Rodo Tokei Yoran (1930), Tokyo, 1930, p. 15, and Statistical Reports of the De- 
partment of Agriculture and Commerce, annual. Other scries from Asahi Shimbun-sha, Nip- 
pon Keixai Tokei Sokan, Tokyo, 1980, as follows: raw silk, p. 1205; cotton yarn, p. 1213; pig 
iron, p. 1220; coal, p. 1222. 

b Before 1909 includes only plants employing ten or more factory operatives; thereafter, 
plants employing ten or more operatives and “laborers” (cooks, guards, etc.). The 1909 
and 1914 figures are therefore not strictly comparable with those for earlier years. Although 
often cited as including government factories, it appears from the official reports that the 
latter are excluded from the above figures. In 1914 there were 102 such plants employing 
137,000 operatives. 

e Production plus imports minus exports. Includes a small amount of steel in 1884. Exports 
before 1914 are disregarded, being insignificant In amount. 

d In 1886. 
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factories of ten or more operatives (the only category for which 
statistics were collected at the time) ; (2) the growth of the silk and 
cotton industries which pioneered Japan’s industrial advance; and 
(3) the increasing mechanization and expansion of manufacturing 
production in general as reflected in the rapid rise in consumption 
of coal and pig iron for industrial purposes/* 

More broadly, the growth of manufacturing activity as a whole 
is portrayed in Table 8. Here is summarized the best available index 
of Japanese manufacturing production for the years 1895 to 1929, 
the index constructed at the Nagoya Commercial College. This is 
extended through 1938 by splicing on an index prepared after the 
war at General Headquarters, Supreme Commander for the Allied 
Powers, Tokyo. As described in the notes appended to Table 8, the 
Nagoya index is broadly based on a number of industries. It appears 
to represent, in some degree, though less adequately, the growing 
production of workshop industry and government plants as well as 
private factories. 

The index of Table 8 almost certainly overstates the growth of 
manufacturing production in the aggregate. Especially is this 
true before 1905, and to a lesser extent from 1905 to 1929. It must 
therefore be interpreted with caution. The further back one goes, the 
less abundant and reliable are Japanese production statistics; the 
more the likelihood that a good deal of home and workshop output 
was omitted, thus exaggerating the subsequent increase; the less 
satisfactory the methods u.scd to combine the various output series 
in the over-all index. Moreover, no simple measure, however well 
constructed, can give very meaningful expression to the divergent 
rates of growth and the extensive changes in the character and 
quality of goods produced in the scores of industries making up the 
whole complex of Japanese manufacturing. 

Despite these reservations one does rind here significant evidence 
of the rise of manufacturing output during the late Meiji decades 
spanning the wars with China and Russia. Even if the Nagoya index 
is heavily discounted, it would probably be safe to say that industrial 
production (excluding mining and construction) at least doubled in 
the twenty years after 1893. Not reflected in any such quantitative 
measure, of course, is the marked improvement in the quality of 
many Japanese manufactures during this period. 

After 1905 the trend of aggregate production can be judged 

44 The rise in factory consumption of coal, rapid as it was, understates the ef- 
fective increase in fuel and power derived from coal. Steady improvements were 
made through this period in the amount of energy extracted per ton of coal; and, 
in addition, factories purchased thermo-electric power from independent power com- 
panies in growing amounts. 
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Table 8. Growth of Physical Volume of Manufacturing Production 
in Japan Proper, 1895-1938^ 

(indices; 1910-14 = 100) 


Annual 

Average 

Metals 

and Chemicals 
Ma- and 

Textiles chinery Ceramics 

Wood 

Prod- 

ucts 

Food 

Prod- 

ucts 

Elec- 
tricity 
and Gas 

All 

Manu- 

Other^ facturing 

1895-99 

41 

25 

— 

— 

80 

— 

49 

(87) 

1900-1904 

50 

33 

-- 

56 

88 

10 

90 

(48) 

1905-09 

70 

61 

53 

91 

85 

27 

126 

69 

1910-14 

100 

100 

100 

100 

100 

100 

100 

100 

1915-19 

152 

162 

186 

142 

123 

198 

248 

160 

1920-24 

185 

244 

252 

441® 

170 

356 

190 

217 

1925-29 

270 

355 

453 

570 

193 

653 

260 

313 

1930-34'* 

352 

410 

643 

601 

186 

1,002 

— 

377 

1935-38'* 

410 

920 

1,255 

1,018 

190 

1,517 

— 

600 


■ For the years 1H9.5-1929, production indices of the Bureau of Industrial Research, Nagoya 
Commercial College, published in Ilompo Seisan Suryo Shisu Soran (1894-1931), Nagoya, 
1933j for 1895-1918, Series i; for 1919-29, Series ii (p. 41). Here the Nagoya scries arc pre- 
sented with 1910-14 as 100, and projected through 1930-38 with the aid of the index of in- 
dustrial production prepared at General Headquarters, Supreme Commander for the Allied 
Powers, Tokyo. (Sec note d.) 

The Nagoya indices are weighted geometric averages of various production series number- 
ing 20 in 1895, 41 or more in 1905 and thereafter, and 51 from 19’ 9 on. The individual produc- 
tion relatives making up caclj of the .seven .subgroups are combined with weights representing 
average gros.s value of production in 1926-28. Included are all items having an ariual gross 
value of over 10 million yen at this time. The aggregate index is constructed by combining 
the subgroups with weights ba.sed on estimated total wage payments in each group during 
1927. 

The characteristics of this index are worthy of brief description. First, it repre.scnts more 
than private factory production. In .some degree, at least, it apj)ears to reflect also the output 
of small work.shop establishments having le.ss than fiv( operatives, and government as well 
a.s private factories. For example, it include.s .such products of .small-scale industry as straw 
mats, sake, tea, and salt .so fur as they could be estimated. It also includes the iron and steel 
output of the State-operated Yawata Iron Works. The lack of production statistics for many 
finished products, especially in workshop industries, is compensated partially by employing 
annual estimates of raw material eon.sumption in Japan (ba.sed on production and imports) 
to measure the output of such items as textile piece goods, machinery and metal manufactures, 
and wood and rubber products. 

For the years 1895-98 the index is confined to a few products, mainly cotton, silk, and wool 
yarns and piece goods; metals and machinery; and major food.stuffs like sugar, fish products, 
alcoholic liquors, soy, tea, and salt. In 1899-1904 electricity, wood products, straw mats, and 
leather goods arc added. After 1905 the index is extended to include ceramics, paper, sulfuric 
acid, rubber goods, vegetable and mineral oils — all under “chemicals” — and wheat flour, hemp, 
and tobacco products. Gas production is added in 1911, fertilizers in 1914, and after 1919 the 
following: rajon, coke, celluloid, bean paste, and ice, each in its respective group. After 1904, 
therefore, the index is fairly consistent, though probably still subject to the upward bias re- 
sulting from more comjdcte reporting of production amounts in the later years. 

Like most indices of physical volume, the Nagoya scries contains various biases arising 
from its method of construction. The use of weights based on production values in 1926-28, 
near the end of the period, naturally enlarges the influence upon the totals of those products 
like electricity and metal manufactures which became relatively important through expand- 
ing at a rate above the average. Value weights from an earlier period would have given 
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greater weight to textiles and other industries which expanded less rapidly. The resulting 
upward bias in the group and aggregate indices is reinforced by the fact that factory in- 
dustry is probably better represented than workshop industry, and grew more rapidly. 

On the other hand, being based on physical quantities of goods, and often raw materials 
consumed rather than finished products, the index fails to reflect qualitative improvements 
In manufacturing. Raw cotton consumption, for example, does not measure “growth” in terms 
of finer counts of yarns or better weaves and finishes. 

Other elements of distortion are latent in the weighting system employed. As noted above, 
the lack of data made it necessary to use gross production values and wage payments, rather 
than the more satisfactory measure of net value added by manufacture. By comparison with 
the latter, weighting individual series by gross product values to compute subgroup totals 
tends to overstress commodities for which raw material costs bulk large and gross- to net-product 
ratios are high. More importantly, the use of total wage bills to weight the subgroups in 
arriving at the aggregate index overweights industries where labor costs arc high in relation to 
net product. This includes textiles and wood products, for example, where the wage/nef- 
product ratio tends to run up to 35 to 60% or more. Conversely, wage weights underslress 
industries where the wage costs are relatively unimportant, as in electric power and factory- 
processed foodstuffs. Here the wage/net-product ratios are less than 6% and 10% respectively. 
As the industries with high wnge/net-produet ratios generally grew less rapidly, and those 
with low ratios more rapidly, the effect is to impart a downward tendency in the aggregate 
index. This may offset in .some degree the upward bias of late-period weights mentioned above. 

These methodological features of the Nagoya index, together with the inaccuracies inherent 
in the underlying production data, make the scries at best a rough measure of the growth 
of manufactures, especially in the earlier years. Long-term comparisons are not very meaning- 
ful, and probably exaggerate the growth in most Industries. Nevertheless, it is the best Index — 
Indeed, the only one— available for the entire period 1894-1931. A comparable rise in in- 
dustrial output from 1913 to 1931 is shown hy Rolf Wagenfiihr's index for Japan, published 
in “Die Indu.striewirtschaft,” Institut fiir Konjunkturforschung, Viertpljahrshefte zur Kon- 
junkturfortchung^ vol. xxxi, 1933, p. 67. A similar trend (with wider annual fluctuations) dur- 
ing 1919-31 is also indicated hy other indices published by the Oripntnl Economint^ the 
Mitsubishi Economic Research Bureau, Diamond^ and Eeizni Jiho. See Yasuji Koide, “Hompo 
Getsuji Seisan Shisu no Sokan,” Sekai Keizni Tokei Sosho, no. H, September 1934. pp. 1-16. 

b Being confined to only two unrelated indust rie.s — straw mats and leather goods — this 
category has little significance except to extend further the scope of the aggregate index. 

cThe sudden jump in the index of wood products during the early postwar years is due 
entirely to a sharp increase in imports of wood, a major comjionent. As these imports were 
mainly American cedar, fir, ]»iiie, etc , for construction purposes, they appear to exercise an 
undue influence on the index of wood manufactures as a whole, which cfiiild hardly have 
tripled in five years. 

d Spliced with the Nagoya series in 1930-31, to give a proiection through 1930-38, T have 
used the indices of industrial production prepared by rh** Economic and Scientific Section, 
GHQ, Supreme Commander for the Allied Powers, Tokyo (Bank of Japan, Eronnmir Rtatistics 
of Japan, 1949, Tokyo, 1949, p. 231). Each index is an arithmetic average of relatives (1932- 
86 = 100), W'cighted with value added by manutactiire in 1936 To secure indices comparable 
with the Nago3’^a classes, pairs of SCAP seiies arc combined here with weights as follows; 
chemicals, 13.4, and ceramic.s, 3 ..'j; ferrous metal.s, 13 0, and machinery, 18.6. Also the “all 
manufacturing” index given here combines the SCAP .scries for manufacturing and for public 
utilities, with weights of 74.0 and 17.4 rc.spcctivcly. 

with somewhat more assurance. A fairly steady rise tahes place over 
the next thirty years. The index itself follows an almost strai^lit 
line of fTcometric progression to 1938. Its upward and downward 
swings around the central tendency arc suprisingly small in view of 
the pronounced booms and depressions which characterized these 
years. From the turn of the century the index advances for four 
decades at an average annual rate of almost 7.5%. 



THE SCALE OF ECONOMIC GROWTH 


117 


Very likely the actual growth of manufacturing output was not 
this rapid. Yet if sustained at anything over 5% a year during this 
long period the achievement is still impressive. It is equalled in 
the annals of few important industrial nations, if any, during 
this period. Japan’s rate of expansion was more than double that 
in world manufacturing as a whole, as estimated by the League 
of Nations (Table 9). The latter’s index of world manufacturing 
output rises 3.5% a year from 1876-80 to 1935-88. For the last 
thirty years the rate is only 2.8% annually. By comparison the 
Japanese advance was probably at least twice as rapid. 

A comparison of the curves for a number of countries shows 
further that Japan’s relative gain upon the other industrial nations 
was achieved mainly in two periods: the years of World War I, when 


Table 9, Growth of Manufacturing Activity in Japan, the World, and 
Selected Countries, 1876-1938^ 

(indices; 1913 = 100) 


Annual 

Average 

World 

Japan^ 

United 

States 

United 

Kingdom 

India*^ 

18:C 80 

25 

% 

17 

50 

— 

1881-85 

30 

— 

24 

57 

— 

1886.90 

37 

— 

32 

61 

— 

1891-95 

43 


38 

65 

— 

1896-1900 

54 

35 

45 

74 

64 

1901-05 

67 

48 

66 

77 

69 

1906-10 

80 

64 

79 

83 

85 

1911-13 

94 

93 

92 

93 

97 

1921-25 

103 

205 

129 

76 

122 

1926-30 

139 

297 

160 

92 

146 

1931-35 

128 

410 

118 

92 

175 

1936 38 

185 

631 

167 

122 

230 


u fur .lapan, data arc as given in l.caguc of Nations, InduHrialization and Foreign 

Trade, Geneva, 1945, Annex, tables i and ii. National indices relate to manufacturing activity, 
excluding mining, construction, and gas and electricity production. The world index is an 
arithmetic average of naiioiml indices (twenty-nine countrie.s in the later decades), weighted 
so far as possible by net value of production, 192.5-29, and corrected for the estimated growth 
of manufacturing in countries whore indices are not available. Weights for the countries 
shown here are as follows: U.S., 42.5%; U.K., 9.5%; Japan, 2.5%; India, 1.2% (p. 128). 

b Index of manufacturing production as given in Table 8, above, except for the difference 
in years averaged. This index conforms to the definition of manufacturing activity adopted 
by the League of Nations, except that gas and electricity are included. It differs somewhat 
from the Japanese index em])loyed by the League, however, being based on a somewhat more 
comprehensive version of the Nagoya index before 1931, and thereafter on the index pre- 
pared at GHQ, Supreme Commander for the Allied Pow'ers, Tokyo. 

c For 1896-1932 the Indian index is confined to large-scale production of cotton, wool, and 
jute manufacturef, paper products, beer, iron, and steel. For 1932-38 it represents only 
cotton consumption and the production of jute manufactures, steel ingots, pig iron, cement, 
and paper. 
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she seized tlie opportunity afforded by her virtual noncombatant 
status to forge ahead commercially and industrially ; and the world 
depression of 1931-35, when her industry again spurted ahead under 
the impetus of monetary expansion and exchange depreciation. For 
most of the other leading countries these two periods were years of 
retarded growth or actual decline. 

The League study of Industrialization and Foreign Trade also 
presents an interesting estimate of the distribution of the world’s 
manufacturing production among various countries.^® The criterion 
employed is the net product value added in the process of manu- 
facture during the years 1925-29. The United States, for example, 
is given a weight of 42.5% ; Germany, 11.5% ; and the United King- 
dom, 9.5%. Japan is far below these levels, her output being esti- 
mated at only 2.5% of the world’s total. For reasons which we shall 
not enter into here, this figure is probably too low.^* Even at this 
level, however, the League statisticians conclude that in 1926-29 
Japan accounted for one fourth of all the manufacturing production 
of the “economically young areas” — ^I^atin America, Oceania, South- 
east Europe, Africa, and Asia (excluding the USSR).*^ The only 
other Asiatic nation which had undergone appreciable industrializa- 
tion at this time was India. As indicated in Table 9, however, India’s 
progress under British rule lagged far behind that of Japan dur- 
ing the first three decades of the twentieth century. At the end of 
the period she was no match in either the scale or the technical 
maturity of factory industry. 

Any general measure of manufacturing growth is apt to con- 
ceal wide variations among individual industries. This is evident in 
Table 8, where the production record of six major components of 
Japanese industry is depicted. The differences among the series arc 
what one might expect. Tlie steepest curves of development are found 
among the producer goods industrie.« as a group. These are the 
industries which were new — or nonexistent — in 1900. Most rapid 
is the advance in gas and electric power, the modern energy sources 
which were basic to industrial progress. Next came the metallurgical 
and chemical industries. Here, as observed earlier, government sub- 
sidy and armament expenditure fostered rapid growth, along with 

Pp. 127-29. 

To compare the net value of industrial production among countries with dif- 
fering price levels is a complicated matter. In Chapter 4 I have attempted a rough 
comparison of factory production in Japan with that of the United States, the 
United Kingdom, and Germany during 1934-37. This yields ratios not very dissimilar 
from those given above. How'ever, if total manufacturing produetion could be com- 
pared, including the output of plants with less than five workers, the Japanese 
figure would probably be increased by 40% or so. 

47 P. 13. 
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the expanding needs of transport, agriculture, and industry in 
general. Particularly noteworthy is the upward surge of the heavy 
industries in the years 1930-38, under the stimulus of large pro- 
grams of capital construction and armament. 

On the other hand, the older consumer industries advance more 
slowly. The processing of food, of clothing materials, and of wood, 
bamboo, and straw manufactures was already well developed at the 
turn of the century. These industrial pursuits, at a more primitive 
level of technology, had long served the basic necessities of the 
people. Their expansion in modern times is therefore less spectacular 
in character. Even so, the growth of the textile industries in serving 
the domestic and foreign market is nearly as rapid as the general 
average for all industry. Textiles, along with metals and machinery, 
form the two largest components of Japanese industry. Together 
they are given a weight of as much as 70% in the Nagoya index, 
and over 50% in the SCAP Headquarters index for the years after 
1930. Naturally, therefore, the aggregate index follows closely their 
upward curves, rising somewhat more rapidly than the former and 
more slowly than the latter.** 

The Factory System and Labor E^ciency. The bare statistics 
of manufacturing output recited above tell little of the actual proc- 
esses by which industrial growth came about. Behind these curves 
of expansion lies a complex interaction of forces: the growth of 
population in urbanized, industrial employment; the extension of 
markets enlarging the circuits of exchange both at home and 
abroad; the accumulation of capital in new and diversified forms 
of plant, inventories, and equipment; the introduction of new tech- 
nological skills and modes of business organization. 

These factors of organization, skills, and resources receive further 
consideration in the chapters which follow. Here we need only sup- 
plement the record of physical expansion with a brief record of the 
growth of the factory system after the turn of the century. For of 

^8 The Nagoya index tends to overweight textiles relative to metals and ma- 
chinery in one respect, and to underweight them in another. As described in Table 8, 
note a, each group influences the aggregate index in proportion to wages paid in 
1927. But net value added by manufacture (a more satisfactory weighting system) 
is lower relative to wage costs in textiles than in metals and machinery. In 1929, 
for example, the ratio was 2.7 in the former and 3.4 in the latter. (Yasuji Koide, 
“Hompd Sangyo Kozo no Hendo nl Kansurii Shiryo,” Nagoya Chamber of Com- 
merce, Nagoya Kfizai Tokei Geppo, vol. viii, no. 9, October 1936, p. 491.) Wage 
weights thus give textiles more influence upon the combined index than they de- 
serve, and tend to retard its advance. 

On the other hand, this is partially compensated by the use of late-period weights. 
Metals and machinery grew more rapidly than textiles through this forty-year 
period, .so that 1927 weights assign greater importance to these industries than, say, 
weights based on their relative sise in 1914. How far these counteracting bia.ses offset 
each other cannot easily be determined. 



m 


THE SCALE OF ECONOMIC GROWTH 


course it was only the spread of specialization and machine produc- 
tion on a growing scale — of the factory — which made possible the 
rapid advances recorded above. In Table 10 the outlines of this 
development after 1909 are summarized." 

Table 10. Growth of Factory Industry in Japan Proper, 

mo-ss' 

MACHINERY CAPACITY** GROS?S VALUE 

NUMBER OF FACTORIES (THOUSANDS OF 

Equipped of horsepower) number of production** 
with Power Prime Electric workers'^ (millions of 



Total 

Machinery 

Movers 

Motors 

(thousands) 

yen) 

1909 

32,390 

9,155 

— 

— 

1,012 

781 

1914 

31,859 

14,578 

537 

279 

1,187 

1.371 

1919 

44,087 

26,947 

719 

902 

2,025 

6,738 

1924 

48,394 

37,141 

877 

1,440 

1.977 

6,625 

1929 

60,276 

48,555 

695 

2,600" 

2,384 

7,994 

1934 

80,880 

68,806 

972 

3,730 

2,580 

9.758 

1938 

113,205 

98,723 

1,461^ 

6,290^ 

3,718 

20,101 


• Except as detailed in notes li and d, these are year-end figures covering all private and 
publicly owned factories other than a few local-government enterprises. Before 1929 private 
factories are defined as manufacturing establishments (including gas and electricity plants) 
normally employing five or more “operative.s” {8hokko)\ thereafter, as establishments equipped 
to employ five or more. Factories owned bv local-government authorities were of negligible 
importance; in 1929 they comprised only 137 plants employing 7,066 workers. 

Much confusion is found in tables of Japanese factory statistics, owing to the inadequate 
or misleading descriptions often given in oflicial publications. After a good deal of cross- 
checking I believe the above series are reasonably consistent and inclusi»re. The data have 
come mainly from the following sources: Ministry (Department) of Commerce and Industry, 
Kojo Tdkeihyd (1930-36), and The Staiiftirs of the Department of Vommerre and Industry, 
J9S4-S8; Ministry of Finance, Statistical Year-Book of Finance ard Economy of Japan, 1948; 
Prime Minister’s Office, Statistical Abstract of Japan, 1990: Imperial Cabinet, Tiiireau of 
Statistics, Nippon Teikoku Tokei Ncnkan, annual; Supreme Commander for the Allied Powers, 
GHQ, Number of Establishments, Employment, and ^alue of Products in Manufneturiny 
Industries in Japan, 1929-19^2, Tokyo, 191-7; A.sahi Sb:mbun-sha, Nippon Keizni Tdkei Sdkan, 
Tokyo, 1930; and Yasuji Koidc, “Hornpo Sangvd Kozo no Kendo ni Kansuru Shiryd,” Nagoya 
Keizai Tdkei Geppd, vol. viii, no. 9, October 193C, pp. 1-65. 

b Capacity of prime movers and electric motors installed in factories as defined in note a, 
except that the gas and electric industries are excluded here. Prime movers include mainly 
steam engines and turbines, whether operating or idle at year-end, beside smaller amounts 
of capacity in water turbines and wheels, and internal combustion engines. .Some of these 
prime movers were used to drive machinery directly; others to generate electricity in plants 
not classified in the electrical industry subgroup and therefore included here. Thus the total 
for prime movers cannot be added to the total for electric motors without some duplication, 
although official reports do this constantly. For the years prior to 1931 I have been unable 
cither to eliminate this duplication directly, or, alternatively, to estimate the amount of 
horsepower capacity in prime movers operated by the electric power industry itself to generate 
electricity for factory use. (The unw'ary student should perhaps be warned that the electrical 
industry subgroup reported in factory statistics \Kojo Tdkeihyd] docs not include the en- 

«« Only after 1909 were statistics collected on a more or less standardized and 
comprehensive basis for Industrial establishments of five or more operatives. 
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tire electric power industry.) However, duplication between factory prime movers and 
electric motors is considerably reduced by omitting the electric industry subgroup, as Is done 
in the above table. On the other hand, the above series do not reflect the great increase in 
electric power generated in public utility plants and employed for factory lighting, electrolysis, 
heat treatment, and processes other than driving machinery. Moreover, there may have been 
a shift in the enumeration method in 1929, which casts doubt on any comparison between the 
years before and after. 

e All employees, including factory operatives (ahokko), supervisory staff, technicians, clerical 
workers, guards, cooks, etc. Probably the figures include everyone on year-end payrolls, 
whether or not in actual attendance on December 81. 

^Annual output of private factories only. Except in 1909 the estimated value of gas and 
electricity production is added to official factory totals, which exclude the output of this in- 
dustrial group except for by-products of gas plants. For 1914-34 estimates are from Kolde, 
op.cit., p. 9; for 1938 gas output is valued at 0.73 sen per cubic meter and electricity at 1.9 
sen per kilowatt-hour. Gross production values contain a good deal of duplication of products, 
since intermediate as well as finished products are reported. Although it means little in this 
connection, the reader may wish to know that the yen had an exchange value approximately 
as follows in U.S. cents: 1909-19, 60; 1924, 42; 1929, 46; 1934 and 1938, 29. 

• An estimate based on the numlter of electric motors and on electricity consumption in 1929 
compared with the years immediately preceding and following. The official figure is actually 
4,673,000 h.p. in 1929, but this is incredible. It is more than double the figures for 1927 and 

1928, and 60% above 1932 and 1933. In effect, 1 have merely smoothed out the trend through 
the years 1924-34, but, as remarked in note a, there may actually have been a permanent 
change in census methods falsifying any comparison of electric motors before and after 

1929. 

t In 1987. 

The growtli of manufacturing production in plants of five or more 
operatives — at least a sevenfold increase from 1909 to 1938, judg- 
ing by the index in Table 8 — ^took place through several related 
developments. These included (1) a 250% increase in the number 
of factories and factory workers, with little change in the average 
number of workers per plant;®® (2) a rise of over 100% in output 
per plant (deflated for price changes), resulting from greater 
mechanization and other improvements; and (3) a corresponding 
advance in output per worker. 

The gain in labor efficiency cannot be measured accurately in 

tio It is surprising to find so little growth in the average number of workers per 
plant, considering the expansion of factory output over this period. The change in 
the distribution of employment between small, medium, and large factories was 
relatively slight. 



PERCENTAOK OP 

PERCENTAGE OF 


PRIVATE FACTORIES 

FACTORY OPERATIVES 

SIZE OF PLANT 

1909 

1934 

1909 

1934 

6-9 operatives 

62.1 

66.5 

13.6 

11.8 

10-99 operatives 

44.3 

89.7 

48.0 

86.9 

100 or more operatives 

8.6 

8.8 

43.6 

61.8 


Source: “Hompo Sangyd Kozo no Hendo ni Kansuru Shiryo,” cited, pp. 4, 18. 
In 1934, in addition to the above, there were over a million workshops employing 
less than five operatives. These tiny establishments still employed almost as many 
persons in manufacturing activity, at least part-time, as all factories put together. 
Further discussion of the scale of Japanese industry wUl be found in Chapter 4 . 
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the absence of more accurate data on production and man-hours of 
employment. Some indication of the change is given, however, by 
comparing the index of total manufacturing output in Table 8 
with an index of year-end factory employment as defined in Table 
10. The results arc as follows (1910-14 = 100) 



Number of 
Factory Workers 

Manufacturing 

Output 

Output 
per Worker 

1910-14 

100 

100 

100 

1915-19 

1.50 

160 

107 

1920-24 

190 

217 

124 

1925-29 

190 

313 

165 

1930-34 

196 

377 

192 

1935-38 

228 

600 

263 


Employment in factory industry, botli public and private, more 
than doubled over this twenty-five-year period. From 1.1 million 
wage and salaried workers of all types in 1910-14 it grew to 2.6 mil- 
lion in 1935-38. Meanwhile the volume of production in these estab- 
lishments of five or more operatives certainly increased no less 
rapidly than that reported in manufacturing industry as a whole, 
including small workshops. The indices suggest, accordingly, that 
the gain in gross output per capita was something over 150%. So 
far as physical outputs can be compared over this long span of time, 
one concludes that on the average a factory worker in Japan pro- 
duced annually well over twice as much at the end of the period as 
at the beginning. Regular liours of work were reduced 10% or more 
during the interval, so that production per man-liour may have 
risen somewhat more rapidly. However, too little is known about 
actual hours of work, including part-time and overtime labor, to be 
certain at this point. 

51 Prior to W20 employment in private fa.:torics of five or more operatives was 
reported only for 19()i), 1914, and 1919. From these figures 1 have made estimates 
for 1910-14 and 191.5-19 by reference to the employment trend in establishments of 
ten or more operatives during the Intervening years. The indices of empl(»ymenl 
and output are not exactly comparable, for, as explained in Table 8, the latter is 
not necessarily confined to factory production, but includes production in certain 
workshop industries. Moreover, the employment figures include all persons on the 
payroll on December .31 of each year, while the production index purports to measure 
activity throughout the year. The latter discrepancy, however, is minimised by the 
use of five-year averages. 

»2 By way of comparison, physical output per manufacturing wage earner in the 
United States increased !>5% from 1914 to 1937, and output per wage-earner-hour 
109%. Solomon Fabricant, The Relation between Factory Employment and Output 
since 1899^ New York: National Bureau of Economic Research, 1941, p. 37. This 
represents, of course, a far more careful and accurate measurement than the figures 
for Japan given above. 
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As labor efficiency increased, the gain in product per worker seems 
to have been widely shared. Some of it accrued to the worker him- 
self in the form of higher wages ; some of it went to the capitalist as 
interest and profits on the growing amounts of capital invested per 
worker; and a good deal was passed on to the consumer, either at 
home or abroad, in the form of reduced prices (in relation to money 
incomes) or better quality. From evidence examined below (page 
144) it appears that the real daily wage of the average factory 
wage earner advanced by about two thirds from 1914 to 1937. To 
this extent he himself shared in the benefits. 

This advance in the productivity of factory labor is not surprising 
in view of the improvements currently taking place in industrial or- 
ganization and methods. Most important, the ratio between workers 
and capital equipment was steadily becoming more favorable. The 
actual clmngc here is difficult to measure, for industrial capital takes 
many different forms not readily summarized and compared. One 
useful indicator, however, is the capacity of industrial establish- 
ments to harness inanimate energy to the driving of machinery. As 
an index of capital, this rests on the hypothesis that motive capacity, 
expressed in horsepower or kilowatts, measures roughly the amount 
of machinery and equipment in use, while the amount of equipment 
in turn is associated with building space and other forms of in- 
dustrial capital.®® 

Table 10 presents two series of figures testifying to the mechani- 
zation of industry in prewar Japan. One is the horsepower of prime 
movers installed in all factories private and public, except those 
establishments classified as gas and electricity undertakings. (The 
latter are excluded since they supplied power not only for industrial 
use but also for household lighting, tramw^ays, etc.) Prime movers 
are machines for transforming natural sources of energy — falling 
water, wind, and fuel of all sorts — into mechanical energy. This first 
series of figures tells very little, however, for Japanese factories at 
this time were securing more and more of their power in the form 
of electric energy generated in public utility plants. The prime- 
mover statistics therefore record only the motive capacity retained 
in factories to drive machinery directly, or to generate electric 

S3 Actually the relationship between motive power and total industrial capital is 
only a loose one, particularly where power machinery is replacing hand machinery, 
or where there is a rapid growth in chemical and metalworking industries using 
large amounts of equipment for heating, cooling, separation, electrolysis, etc. Also, 
the efficiency of power machinery is apt to vary in relation to its energy input, and 
its amount is not necessarily correlated very closely with building space, or with 
transport equipment upon which a factory depends but which is outside the plant. 
See “Motive Power in European Industry,** United Nations, Economic Bulletin for 
Europe, vol. 8, no. 1, first quarter, 1961, pp. 24-26. 
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power for use within the same establishment. Most of it was in the 
form of steam engines and turbines. 

The second series, the horsepower of electric motors installed in 
factories, is the more significant one. It soars from 279,000 h.p. in 
1914 to 6,290,000 h.p. in 1937 — more than a twenty-fold increase.®* 
Unfortunately a single total for motive capacity applied to factory 
industry cannot be secured merely by adding these two series to- 
gether, although this is done in Kojo Tdkeihyo and other official 
publications. One reason is that electric motors do not necessarily 
require generating capacity in prime movers on a one-for-one 
basis. As power machinery becomes more plentiful and more spe- 
cialized, an increasing share is likely to be held in reserve or to 
be used only part-time in particular operations. The capacity of 
installed motors probably increased more rapidly, therefore, than 
the capacity and output of prime movers generating electricity to 
serve them. Another complication arises from the fact that the prime 
movers tabulated in Table 10 were employed for various uses, and 
some of them generated electric power to run motors within the same 
factory establishment. So far as the latter was true, one cannot add 
prime movers and electric motors without exaggerating the net 
amount of power equipment. In the mid-thirties Japanese factories, 
excluding the gas and electricity subgroup, supplied about 20% 
of their own electricity requirements. For the earlier years, however, 
no such information is available. Nor do we know the capacity of 
prime movers directly driving machinery, the amount of power 
used for heating and lighting, the loss of energy in transmission, or 
other complexities of the matter. 

The opinion may be ventured, nevertheless, that the total net 
capacity of power equipment installed in public and private factories 
(other than gas and electricity undertakings) to operate machinery 
increased something like 400 to 500% froio 1914 to 1935-38. IMean- 
while the number of workers tripled. Per worker, the amount of 
power machinery in Japanese factories perhaps doubled. In 1936 
the net capacity of prime movers and electric motors reckoned in this 
fashion was a little over 5 million h.p., ur 1.69 per worker.®* This 

As noted in Table 10, there is a jump in the official figure for 1929 which is 
Inexplicable, and suggests a shift in the basis of compilation exaggerating the actual 
increase over preceding years. 

SB The nature of this 1936 estimate should be made explicit. Kayo Tfike\hy6, 1936 
(tables 7 and 21) reports 1,084,000 h.p. of prime movers (operating and idle) and 
6,025,000 h.p. of electric motors installed in private and public factories, excluding 
gas and clectricity^undertakings, at the end of 1936. Table 14 further reports that 
private factories, again excluding the gas and electricity subgroup, supplied 21.6% 
of their own electric power requirements for all purposes in 1936. On the assumption 
that this also represents the share of electric motors driven with self-supplied 
power in private and public factories, 78.6% of the capacity of electric motors, e.g.. 



THE SCALE OF ECONOMIC GROWTH 125 

per capita figure, incidentally, is about one third of the correspond- 
ing figure for American manufacturing in 1939, which was 4.8 h.p. 
per worker. (See below, page 180.) 

Tlie motive power actually required to operate factory machinery 
in 1936 was somewhat less than 5 million h.p., as electric motors do 
not ordinarily need prime movers of equivalent rated capacity to 
provide tlie power, even allowing for energy lost in transmission. On 
the other hand, a good deal of motive capacity was now employed in 
public utilities and factories to generate electricity for factory heat 
and light, electrolysis, chemical reaction, and other industrial pur- 
poses beside operating machinery. Here the increase in energy con- 
sumption in prewar Japan must have been even more rapid, for the 
chemical and metalworking industries use large amounts of power 
in this way, and they grew more rapidly than industry as a whole. 
A more accurate measure of inanimate energy applied to manu- 
facturing processes, directly or indirectly, would thus include the 
power furnished for such purposes by electricity supply undertak- 
ings as well from generators located in manufacturing establish- 
ments. If this is reckoned in by allocating public utility generating 
capacity to factory use on the basis of the share of electric power 
supply consumed in factory industry, there may well have been an 
increase of 1*50% or more per capita in the tctal horsepower of 
prime movers installed and allocated in this sense for all factory 
requirements. Unless I have misinterpreted the official statistics, 
this figure also came to nearly 5 million h.p. in 1936, or 1.6. per 
worker.^® 

3.945.000 li.p., is added to the capacity of prime movers. The net total is thus 

6.029.000 h.p. To add prime movers and motors in this fashion yields a rather 
ambiguous result, however, for reasons noted elsewhere in this discussion. 

BO Total consumption of electricity in 1936 is reported at 21,095 million kw-h. in 
Ministry of Finance, Statistical Y ear-Book of Finance and Economy of Japan, 1948, 
pp. 696-97. This tabic is believed to refer only to power generated by electricity 
sui>ply undertakings. It is so interpreted for 1937 and thereafter in the Statistical 
Year Book of the World Power Conference, no. 4, London, 1943, table 19A. Kojo 
Tokeihyd, 1936, cited, table 14, puts at 10,427 million kw-h. the amount of non-self- 
supplied power consumed by all factory establishments excluding the gas and 
electricity industry. On the assumption that this power came from electricity supply 
undertakings, factories thus accounted for 49.4% of the consumption of power 
generated by electric utilities. Applying this percentage to the installed kilowatt 
capacity of the latter, and converting kilowatts to horsepower at the ratio 1/1.34, 
we may say that motive capacity rated at 3,837,000 h.p. was devoted to supplying 
power to factory establishments. Added to the 1,084,000 h.p. of prime movers Installed 
in factories (excluding the gas and electricity subgroup) this means 4,921,000 h.p., 
or 1.66 h.p. per worker, available in this sense for all factory purposes. Other sources 
give somewhat different figures for power consumption in manufacturing, but they 
lead to substantially similar conclusions. One finds accordingly some confirmation 
here of the calculation of factory power equipment given above, despite the ambiguity 
of Japanese statistics in this whole field. 
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The progress of mechanization after 1914 was continuous, though 
somewhat erratic. The boom years of World War I brought a rapid 
expansion of industrial production and exports, as Japan moved 
into markets suddenly vacated by her European competitors. Her 
industries were still largely dependent on foreign machinery, how- 
ever. This was difficult to procure under conditions of war. The 
supply of turbines, for example, was virtually cut off. Accordingly 
manufacturing output was expanded quite as much by simply add- 
ing to the labor force as by mechanization. In fact, production per 
worker appears to have risen very little from 1914 to 1919. 

The rationalization movement of the twenties fostered a marked 
increase in power-driven machinery and other equipment utilizing 
Japan’s growing supplies of electric power. Laborsaving improve- 
ments were encouraged by the failure of wages to decline from war- 
time peaks in proportion to prices, and by the rise in labor standards 
and labor efficiency. The dwindling profit margins of the post-1929 
depression added a further incentive. Meanwhile the big electric 
utilities expanded rapidly with the aid of American capital and 
technical assistance. At the end of 1919 the generating capacity of 
all public and private plants in Japan Proper was only 1,13*3,243 
kw. ; in 1929 it was 4,193,623 kw. ; and in 1934, 5,491,947 kw. With 
the industrial demands of the thirties it grew to 7,166,495 kw. at 
the end of 1937. Hydro plants accounted for *3,959,402 kw., or 
55% ; thermal plants for the remainder.*’ In a normal year, how- 
ever, about 75% of Japan’s electricity supply actually came from 
water power. Steam plants were apt to be held in reserve against a 
shortage of water. 

At the close of this interwar period nine out of ten Japanese 
homes were wired for electric lighting, at least on a modest scale. 
Indeed, all of Japan’s 11,500 towns and vilhiges were said to have 
lighting facilities in some degree, except for 199 smfill hamlets in 
remote comers of the nation. Yet two thirds or more of the coun- 
try’s power supply actually went into mining and manufacturing. 
Industrial consumptkin of electricity tripled from 1926 to 1936. 
The chemical industry was the largest consumer, followed by mctal- 
lurgy, mining, and textiles.®** 

Nippon Teikoku Tokei Nenkan, cited, passim. This is tlie most inclusive of the 
varying estimates quoted in diflFerent sources. In 1937 some 85% of Japan's generat- 
ing capacity was found in public utility enterprises, some of which also had a con- 
trolling interest in electric railways. The balance was operated by factories, rail- 
ways, and government establishments for their own requirements. 

According to the Electric Bureau, Ministry of Communications, the consump- 
tion of electric power (self-supplied and purchased from public utilities) in mining 
and manufacturing rose from 3,681 million kw-h. in 1926 to 13,366 million kw-h. 
in 1936. The Japan-Manehoukuo Year Book, I9S9, p. 407. Somewhat higher figures 
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The electrification of industry thus enabled the Japanese to 
capitalize handsomely on their abundant natural sources of energy 
in the form of falling water and coal. It also facilitated a wide dis- 
persal of manufacturing in small plants scattered through the towns 
and countryside. The result was to make it a good deal easier, both 
socially and economically, to bring into industrial employment 
Japan’s great reservoir of cheap farm labor, and to hasten the 
modernization of techniques outside the main industrial centers. 

If the productivity of Japanese factory labor more than doubled 
from 1910-14 to 1935-38, the instrument of this advance was this 
corresponding increase in power machinery and the installations re- 
quired to house and operate it. The growth and modernization of 
capital equipment, reflected in the above statistics of motive power, 
brought a i-evolutionary advance in energy harnessed per worker, 
and made possible a far larger scale of production. In addition to 
mechanization, and the use of electric power in the chemical and 
metalworking industries for electrolysis, heat treatment, etc., ‘other 
related changes contributed to the growing effectiveness of labor. 
Within industry itself both management and workers gained in ex- 
perience and personal efficiency. Materials like cocoon silk, staple 
cotton, and raw steel were improved in quality and uniformity. Such 
auxiliary services as shipping and marketing were rationalized to 
keep pace with the requirements of large-scale production. In short, 
manufacturing progress was dependent on progress in other sectors 
as well. 

Despite tliese advances Japan remained far behind the leading 
manufacturing nations of the West in the scale and efficiency of 
her industry. This was true of most of the big factory trades, and 
even more of the tinv workshops which still bulked so large in her 
industrial econom3\ Such comparisons, however, may be deferred 
more conveniently to the next chapter. 

Other Serricc Or r it potions. The remaining field of economic activ- 
ity to be mentioned includes the service industries, other than trans- 
portation. Here are found a wide range of occupations rendering 
all sorts of services which have little in common save that their prod- 
uct is nonmaterial. In Japan, as in other developing countries, the 
commodity-handling services, e.g., retail and wholesale trade, have 
become increasingly detached from commodity production itself. 
They afford independent employment and income to a substantial 
share of the working population. Of growing importance, too, have 
been other service industries like banking, the private professions. 


for 1930 and thereafter are §fiven in Siatittical Year-Book of Finance and Economy 
of Japan, 1948, cited, pp. 694-95. 
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and commercial recreation. Not least in significance, of course, have 
been the activities of national and local government agencies. 

These services are many of them apt to be slighted in accounts 
of Japan’s industrialization. For one thing, they do not attract at- 
tention by entering into international competition, being largely 
nonexportable. Also, a large share of them are traditional trades 
still carried on witli little modernization of skills and equipment. 
This makes it easier to conclude that they form a congeries of minor, 
relatively unproductive activities which gave employment to hosts 
of people but contributed little in the aggregate to the growth of 
the country’s income and wealth. Yet to pass over them would be 
to ignore a segment of the Japanese economy which occupied close 
to 30% of the civilian labor force in the prewar decade and pro- 
duced 40 to 45% of the country’s income as estimated in the national 
income accounts. (See Chapter 9.) 

Among these “tertiary” industries are a number which were 
directly essential to the growth of commodity production and dis- 
tribution. Here, beside various kinds of land and water transporta- 
tion, is most of the merchandising and financial world, as well ns 
professions like engineering, law, and accounting. Other activities 
less closely associated with commodity output likewise reflected the 
increasing urbanization of living conditions and the decline of the 
self-sufficient family economy; also the rise in living standards 
which made for a more than proportionate growth of expenditure 
on amenities beyond the basic needs of food, clothing, and shelter. 
These trends created a growing demand for teachers and doctors. 
They shifted people increasingly into rented dwellings. They pro- 
vided new commercial opportunities for theaters, restaurants, bar- 
bershops, artists, and geisha. They enlarged both the requirement 
and the means for personal travel and domestic service. Finally, the 
responsibilities of the State grew steadily in scale and complexity, 
as industrialism advanced and with it Japan’s ambitions as a world 
power. 

Unfortunately it is impossible to provide any summary measure 
of long-term growth which will cover adequately this miscellaneous 
field of productive effort. At any rate, it has yet to be done in any 
very persuasive fashion. For many individual occupations evidence 
is not difficult to assemble. One can find it in banking and insurance 
statistics; in the spread of educational institutions; in government 
payrolls ; in the income tax returns of various trades and professions ; 
in the municipal statistics of warehousing, retailing, and the other 
urban services of cities like Tokyo or Osaka. And, of course, there 
arc data on railways, shipping, and communications, some of which 
were cited earlier. Yet for most of these occupations, even estimates 
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of employment arc quite unreliable before 1920. Any measure of 
income or product is still more speculative. 

As an indication of the general tendency to growth, attention may 
be called to certain historical estimates of income produced in the 
service industries, prepared by Prof. Yuzo Yamada. For the serv- 
ices as a group they are summarized below in Table 12. They show 
total net product (at 1928-32 prices) rising from 1,421 million yen 
in 1883-87 to 6,483 million yon in 1933-37. This is more than a 
threefold increase in fifty years — a somcwliat slower rate of growth 
than Yamada records for the entire national income. The estimate 
itself is highly questionable, however. It cannot be trusted either as 
regards (a) the price deflator (wholesale commodity prices), or 
(b) the figures on total employment and income per worker which 
are multiplied together to get total service incomes. Somewhat more 
reliable are Yamada’s estimates after 1918, when income produced 
(at 1928-32 prices) in commerce, communications, public service, 
and the professions rises from 3,034 million in 1918-22 to 6,453 
million yen in 1933-37.“® 

TTistoricnl changes in the labor force employed in service occupa- 
tions one might expect to be estimated more plausibly. Beginning 
in 1920, decennial censuses enumerate the working population in 
detail by princiyial occuy)ation. Prior to that time the figures most 
commonly cited are those of S. Hijikata, used by Professor Yamada 
in the income estimate cited above. Table 11 gives his estimate for 
1880 and 1900, together with the census figures for 1920 and 1930. 

The census figures for 1920 and 1930 y)robably come fairly close 
to the mark in distributing people by their princiy)al occupation. As 
a measure of einyiloyment they arc subject to more qualification. 
They fail to record the amount of part-time employment, or the 
labK)r contributed to an occupation by y)ersons for whom it was a 
subsidiary emyiloymcnt. Neither is necessarily a constant percentage. 
Ili jikata’s pre-1920 estimates, however, are much more open to 
doubt. They almost certainly understate the ni]ml)er of people in 
commerce and transport in the early years, and they progress in 
each category by rogiilfir (sometimes rising) increments from year 
to year. This is most implausible, to put it mildly."” 

n9 Nihon Kokvmin Shntokv Svikpi Shiryo^ Tokyo, 1951, p. 1.10. For a revision of 
Yamada’s estimates giving a much higher rote of growth in service incomes, sec 
below, note 66. 

00 For example, the number recorded by Hijikata in commerce increases about 

60.000 every year from 1S76 to 1920, when it equals the census figure. In the pro- 
fessions there is a regular increment of 18,000 to 20,000, and in industry about 

100.000 every year. I am indebted to Harry Oshitnn, of the United Nations Secre- 
tariat, for pointing this out. While I have not had access to Hijikata’s original 
publication, it seems likely that he began with certain estimates of the sise and 
distribution of the working population in the ISTO’s, and then extrapolated the 
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Table 11 . Hijikata and Census Estimates of Labor Force in Service Occupations 
of Japan Proper, 1880-19S0* 



1880 

1900 

mo 

1930 


NUMBER OF PERSONS 

IN THOUSANDS 

Total gainfully occupied 

Total occupied principally 

19^7S 

2r),S08 

sijies 

29,620 

in services, excluding 
domestics^ 

im 

3,616 

5,667 

7,630 

Commerce, catering, 
finance, etc. 

Transport and communi- 

1,154 

2,171 

3,188 

4,478 

cations 

123 

395 

1,037 

1,108 

Private professions and 





public services 

657 

1,050 

1,442 

2,044 



PERCENT 


Ratio of service occupations, 
above, to total gainfully 
occupied** 





9.7 

14.3 

20.8 

25.8 


• The 1880 and 1900 estimates are S. Hijikata’s, published in Shnkni Seisaka Jihd, Septem- 
ber 1929, and quoted here from Yamada, Nihon Kokumin Shotoku Suikei Shiryd, Tokyo, 1951, 
p. 152. Official census data (occupational classification) for 1920 are from Imperial Cabinet, 
Bureau of Statistics, Rodd Tdkri Yoran (1930), Tokyo, 1930, pp. 3-4, and for 1930 from the 
same bureau’s Kokusei Chdsa Saishu ndkokusho (1930), Tokyo, 1938, pp. 202-03. The cen‘:uK 
occupational distribution is used here rather than its disstribution by industries. It classifies 
people according to their reported chief occupation (carpenter, salesman, etc.), or, if un- 
occupied, by their most recent type of employment. The 1920 census total in the occupational 
classification is increased here by the addition of 642,000 domestics (derived from the in- 
dustrial classification) to make it more nearly comparable with the 1930 total. The distribu- 
tion of the working population by industry in 1920, 1930, and 1940 is gi^'en below in Table 40, 
and in greater detail for 1930 in Table 41. 

b Also excludes any service personnel classified in an undefined miscellaneiius category 
amounting to 4% or less of the total labor force in each year. 

It is reasonable to conclude, nevcrthelo.'s, as this table suggests, 
that J apan’s economic development brought a large rise in employ- 
ment (and product) in the service occupations. The figures them- 
selves indicate a threefold inciease from 1880 to 1930, with an 
advance from 10% to 25% in the proportion of the labor force find- 
ing its chief occupation in these tertiary employments. Whether or 
not the pre-1920 figures are worth much, one may reasonably infer 
that there was already in progress the trend revealed by the later 
interwar censuses. 

From 1920 to 1930 a gain of 2.4 million occurred in the total 


changes to the 1920 census more or less evenly over the intervening years. Similar 
estimates for early Meiji years appear elsewhere; for example, figures for 1873 
and 1876 are quoted in E. B. Schumpeter, ed., Th§ Industrialization of Japan and 
Manchukuo, 19S0-19/f0, New York, 1940, p. 66. It is possible, of course, that Hijikata's 
base-line data for the early years are better than his extrapolations. 
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number of people who reported themselves gainfully occupied 
(though they might have been wholly or partly unemployed on the 
date of the census). The bulk of the increase appears to have been 
absorbed in the service occupations. In private education, medicine, 
law, and religion the number rose from 622,000 to 752,000; in 
civilian government administration (excluding State-owned enter- 
prise) from 335,000 to 436,000; in hotel and restaurant employ- 
ment from 714,000 to 1,161,000; and in trade from 2,108,000 to 
3,255,000. The decade of the thirties, with its industrial boom, 
considerably modified tliis trend. The 1940 census registered the 
principal gains in manufacturing and the armed forces. The civilian 
labor force increased 3.1 million over 1930, but civilian services (in- 
dustrial classification, excluding domestics) absorbed only 828,000, 
as against 2,300,000 drawn into industry. (See below, Table 40.) 
Yet the secular drift of civilian employment away from the extrac- 
tive industries was only accelerated. (For further discussion, see be- 
low, Chapter 9.) 

In this expansion Colin Clark finds verification of the fact that 
economic progress, in Japan as elsewhere, has induced a progressive 
shift of resources out of the primary industries and into the services 
as well as manufacturing.®* No doubt this is true. As evidence of 
such progress, however, labor force figures like those above must 
be used with caution. For economic growth meant specialization of 
functions. And increasingly such services as transport, selling, and 
finance, once performed extensively by farmers or handicraft work- 
ers as subsidiary functions, now came to be separated out as spe- 
cialized occupations. Once a farmer might borrow from another 
farmer; now he was more likely to borrow from a bank or coopera- 
tive society. Once he might transport and market his own product, 
if he did not consume it him.self; now an increasing share was 
marketed at a distance and handled by merchants, banks, and rail- 
ways. Once food processing and amusements were largely confined to 
the home; now tliey developed as large commercial occupations. 
Thus, institutional groupings like transport and trade tend to gain 
in relative importance in the occupational statistics more rapidly 
than the actual functions themselves. The growth in the former ex- 
aggerates the growth in the latter. 

There is a second reason wdiy the rise of employment in the serv- 
ices is a less satisfactory index of economic progress in Japan than 

01 The Conditions of Economic Progress, cited, p. 122. “Studying economic progress 
in relation lo the economic structure of different countries, we find a very firmly 
established generalization that a high average level of real income per head is always 
associated with a high proportion of the working population engaged in tertiary 
industries’* (pp. 6-7). 
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in most Western countries. For in part it simply reflected the pres- 
sure upon limited employment opportunities in other fields. Popula- 
tion growth was pushing large numbers of people into food peddling, 
ricksha pulling, domestic service, and other stopgap occupations for 
want of any more skilled and permanent employment. Clark finds 
the share of total employment offered by the service industries 
“inexplicably high” in prewar Japan by comparison with other 
industrial countries.** Also, his figures on the United States, Great 
Britain, and otlier countries show income per occupied worker to 
be rather large in this field compared with manufacturing, while 
in Japan it is not. Clark was working with limited materials on 
Japan, and his calculations arc open to question on a number of 
counts. Even so, it would not be surprising if per capita produc- 
tivity in a large share of the Japanese service trades, relative to 
other industries, was considerably lower than in most Western coun- 
tries, owing to the expanding number of workers forced into un- 
skilled and low-paid services in the absence of suitable alternatives. 

The recorded shift of employment to the services, therefore, can- 
not be taken entirely as a sign of growth and maturity. In such 
occupations as retail commerce, it helped to preserve the primitive 
organization, the underemployment, and low per capita output long 
characteristic of these trades throughout the Orient. 

National Income and Living Standards 

What summary conclusions may be drawn concerning the rate 
of expansion in the Japanese economy, considered as a whole.? 

The best criterion is the over-all growth in net national product, 
i.e., the annual flow of goods and services produced in Japan for 
consumption and new investment, after allowance for materials, 
fuel, and capital assets used up in the process of production. This 
measures the objective income of labor tind capital employed in 
economic activity, except for changes in the terms on which exports 
are exchanged for imports, and certain other qualifications. In 
practice, of course, any quantitative expression of such income has 
to be confined to that part which can be measured in money. This 
rules out significant elements in economic welfare (e.g., job security), 
and raises troublesome questions on the borderline between goods 
and services sold for money and others which are self-supplied within 
the family or by the community through its government. 

To arrive at any satisfactory measure of real product is a dif- 
ficult undertaking, particularly in a country still passing through 
the early stages of industrialism and capitalism. It is impossible at 
best to give any very meaningful expression to “average” changes 

62 ih%d„ pp. 182, 842. 
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in various categories of activity over a long period of time. Both 
the components and the techniques of production underwent radical 
changes in prewar Japan. There were also wide fluctuations in 
prices, as well as differences from one locality to another in the 
level and movement of prices. These must be allowed for in some 
fasliion to arrive at real values of net output. Moreover, the gaps 
and deficiencies in Japanese statistics are so serious, especially be- 
fore 1920, that one lias to resort to crude techniques of estimation 
which permit a very wide range of error at best. Some will question, 
indeed, whether the concepts of national income measurement have 
much applicability where economic activity is still so largely car- 
ried on within the household, where the functions of commodity pro- 
duction and various services are often so intermingled in the liveli- 
hood of families and individuals, and where even commercial markets 
for goods, labor, and capital are as localized as they were in Meiji 
Japan.** 

It is interesting, nevertheless, to see what conclusions emerge 
from Japanese investigations in this field. By far the most compre- 
hensive inquiry yet published is that of Prof. Yuzo Yamada, of 
Hitotsubashi University, in Nihan Kokumin Shotokii Suikei Shirydj 
Tokyo, 19.51.®^ Drawing on previous studies, and utilizing such data 

«3 See Harry Oshinia, “The Price System and National ‘'neome and Product,” 
The Review of Economic Statistics^ vol. xxxm, no. 3, August 1951, pp. 24fi-54. 

In 1930 the first systematic official investigation of national income was con- 
ducted by the Imperial Cabinet Bureau of Statistics, and published in Shown Oo-nen 
Kokumin Shvtoku Chosa Hokoku^ Tokyo, 1933. The CBS estimate for 1930 was 
revised and projected through the years 1931-39 by Ibc U.S. Office of Strategic 
Services, and the results published by the U.S. Department of State in National 
Income of Japan^ Washington, 1945. Other estimates for the thirties have been made 
by the .Japanese Economic Stabilization Board, the .Tapan Economic Federation, 
the Oriental Economist^ the Mitsubishi Economic Research Bureau, and several 
individuals. 

For pre-1930 years Ynmada’s inquiry is by far tbe most extensive, though much 
more limited in scope and reliability than the CBS estimate for 1930. Previously 
the only investiff.'ition utilizing extensive data over a period of years was S. Hijikata's 
Kokumin Shotoku no KoseU Tokyo, 1933, covering the period 1919 and thereafter. 
With much more limited information Hijikata also computed annual Income totals 
for the years 1900-1918 (pp. 389-90). His figures are below those of Yamada's, 
especially in the earlier years, and show a more rapid rate of growth. 

Other independent estimates are cither scattered single-year computations like 
tho.se of T. Nakamura (1900), C- V. Sale (1907), and Colin Clark (1887, 1897, 
1908) or annual series computed mainly from income tax returns. In this latter 
category are Shiomi\s estimates of “national income” for 1903-19 {Archiv fur 
Sozialwissenschnft und Sozia1poHtik\ vol. liii, 1925, pp. 141-85) and a CBS series 
for 1887-1925 (see K. Mori in Bulletin de VInstitut International de Statistique, 
vol. xxt, part 2, pp. 179 204). Shiomi’s figures are confined to taxable income, a 
changing fraction of total income. The CBS likewise uses this very unreliable basis 
for extrapolating back through the years a 1926 income estimate, with the result 
that it heavil;y understates national income in the earlier decades. 

Similarly untrustworthy arc the annual estimates of F. Barret for 1900-19.34 In 
JjEvolutwn du Capitalism Japonais, vol. in, Paris, 1946. Barret’s data are grossly 
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as are available, Yamada presents a series of detailed estimates 
covering the entire period from 1875 to 1949. 

Growth of National Product {Yamada Estimates). Yamada’s 
summary estimates of national product in Japan, at constant prices, 
are given in Table 12 for the years 1883 to 1937. The author himself 
acknowledges their provisional character. Without entering here 
upon a long critique, we may note several of the chief questions.®® 
In so doing I should like to pay tribute to Professor Yamada’s 
valiant effort to grapple with the problem and advance the frontier 
of historical national income studies in his country. 

First, the use of a general price index of commodities at whole- 
sale to eliminate changes in the value of money is quite unsatisfactory 
for all of these series, especially service incomes. (See Table 12, 
note a.) Since wholesale commodity prices in city markets doubtless 
rose more rapidly from 1885 to 1920 than the general buying 
power of the yen depreciated, one broad tendency is to minimize un- 
duly the growth in real output through this earlier period. Con- 
versely, wholesale prices fell somewhat more sharply from 1920 to 
1930, so that this deflator exaggerates the actual expansion of net 
product during the twenties. Even in the commodity sectors one 
questions how adequately Tokyo prices reflect changes in regional 
and local markets. 

Second, a considerable amount of unrecorded output produced 
and consumed within the peasant household economy is probably 
omitted, particularly in the early years. This includes fish, seaweed, 
and vegetables; charcoal and other forest products; clothing and 
household utensils of wood and straw; fertilizer; buildings; land 
improvements; etc. On this score Yamada’s figure for commodity 
output during the eighties at current yen values possibly should be 
raised by 10%, perhaps more. 

Third, net product in each commodity sector rests on estimated 
ratios of net to gross income which are less trustworthy the further 
back they are carried. 

Fourth, no allowance can be made for sweeping changes in the 
quality of many goods and services brought about by industrializa- 
tion. On this score there is probably considerable unrecorded gain 
in the later decades with the improvement of skills and methods made 
possible by science, machinery, and large-scale organization. 

Finally, the whole computation of service incomes before 1920 (as 

inadequate, his concepts are confused, and obvious errors and omissions cast doubt 
on his whole computation. 

I am indebted to an unpublished memorandum by Harry Oshima, of the United 
Nations Secretariat, for an appraisal of the Yamada figures on these and a number 
of additional points. 
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well as workshop production) rests on a shaky foundation. It con- 
sists in multiplying estimated per capita income in this sector by 
employment, both of them calculated from quite inadequate data. 

As remarked earlier (page 129), estimates of labor force in pre- 
1920 Japan, and still more of employment, are of dubious reliability 

Table 12. Yamada Estimates of Net National Product of 
Japan Proper, 1883-1937 (»n 1928-32 Prices)^ 

Net Product Per Capita Net Product 

(millions of yen) (v^^) 

Agriculture, 


Annual 

Average 

Total 

Forestry, 

Fishing, 

and 

Mining^ 

Manufactur- 
ing^ (and 
Construction) 

Per Per 

Capita, Capita, 
Total Gainfully 
Services^ Population Occupied 

1883-87 

2,8.54 

920** 

513 

1,421 

74 

132 

1893-97 

4,114 

1,410'* 

877 

1,827 

98 

* 170 

1903-07'’ 

4,584 

1,921 

967' 

1,696 

98 

176 

1908-12 

5,593 

2,218 

1,283 

2,092 

112 

208 

1913-17 

0,344 

2,310 

,1,748 

2,286 

119 

233 

1918-22 

8,085 

2,768 

‘2,283 

2,760 

144 

297 

1923-27 

10,247 

2,654 

3,085 

4,568 

171 

360 

1928-32 

11,931 

2,672 

3,927 

6,331 

186 

402 

1933-37 

14,926 

3,141 

6,329 

6,483 

216 

476 


a Net product estimates are from Yuzo Yamada, Nihon Kokumin Shotoku Suikei Shiryo, 
Tokyo, 19.5], p. 1.30, except that per enpitu product (total population) is calculated here from 
**d 0 facto'' population figures (above. Table 2). To compute net product In manufacturing 
and services, Yamudu places extensive reliance on estimates of gainfully occupied persons 
before 1920 by S. Hijikatu and thereafter on decennial national censuses. (See his Appendix 
Table i.) For the serious deficiency of these figures as a measure of actual employment see 
above, page 129; also Chapter 9 below. 

Yamada's concept is net income produced within Japan, without correction for the net 
balance of investment income and labor earnings remitted between Japan and overseas areas. 
Current yen values are converted to values at 1928>32 annual average prices by means of a 
simple average of wholesale commodity prices only. (Appendix Table u.) Throughout most of 
the period he used a Bank of Japan index w'hich is an unweighted arithmetic average of 
monthly price relatives for fifty-odd commodities in Tokyo. This poorly constructed deflator is 
ill suited to each category of output, and especially services, both because of the selection of 
commodities it comprises and because Tokyo prices are apt to deviate from prices in other 
parts of the country, notably rural areas. A cost-of-living index would probably be better, 
though still unsatisfactory; in any case it is not available except for the later years. 

b Income produced in the commodity sectors is computed largely by applying net income 
ratios to gross product estimates. It is intended to represent net product at market prices, 
including indirect taxes. Rather crude assumptions are made; for example, an unvarying 
net/gross ratio of 40% is applied to factory output prior to 1930, despite the great changes 
in industrial structure. (Pp. 48-49, 126-27.) In workshop industry the ratio is put at 60% 
before 1900 and 557e thereafter. Gross product in these small plants from 1896 to 1988 Is esti- 
mated by multiplying estimated employment here by 40% of gross product per worker in fac- 
tory industry (the 1930 ratio). From 1886 to 1894 it is assumed to be one and one half times 
total factory gross product. (Pp. 48-64.) In agriculture, a fluctuating net/gross ratio Is computed. 
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It rises from 82% in 1883-87 to 88% in 1893-97, and then declines to 70% in 1933-37, reflecting 
mainly heavier expenditure for commercial fertilizer (pp. 28-29). Probably a considerable 
quantity of farm produce, wood fuel, and handicraft manufactures, as well as fishery and 
mineral output, is omitted in the earlier decades, thus exaggerating the real rate of long- 
term growth. (Sec note d.) 

c Lacking sales and income figures fur many of the service trades before 1930, Yamada begins 
with average net income per gainfully occupied person in all such trades in 1930 (660 yen), 
and extrapolates this figure through the years before 1919 by a geometric average of changes 
in wholesale commodity prices and wages. The resulting series is multiplied by estimated em- 
ployment in these trades to get net product aggregates (pp. 68-60, 114-18, 124-30). From 1919 
on, reliance is placed largely on more direct evidence of incomes. The logic of the former 
method is certainly open to question, and the employment figures are no less problematical. 
(See note a, above.) Income from .services shows an improbable rise in relation to other in- 
comes during the twenties, probably because of these statistical difficulties. 

d Fishery and mining output is omitted altogether in these earlier years. Its inclusion would 
raise the figure for agriculture, etc. to over 1,000 million yen in 1883-87, and to 1,500 million 
yen or mure in 1893-97. The total and per capita product scries in these years would accord- 
ingly each be increased by at least 4%. 

e It is very imjilausible that net output should have increased only 10% in manufacturing 
from 1893-97 to 1903-07, and in services actually declined, 
f (liven erroneously in Yamada’s final tables (pp. 128-30) as 767 million yen. (See pp. 126-27.) 


owing to the lack of accurate census figures, and the large but un- 
recorded amount of part-time employment (e.g., of farmers’ wives) 
in agriculture, household industry, etc. 

For these reasons no precise significance can be attached to the 
figures of Table 12. Yet they do support, and are supported by, 
the other evidences of physical growth cited in the foregoing pages. 
In a rough fashion they can be taken to represent tlie persistent 
tendency to expansion which characterized the Japanese economy 
over this half century after 1885. The aggregate product series is 
probably closer to the truth than its component scries, for the 
reason that some of the errors and biases in the latter tend to cancel 
each other. The direction and rate of change of t!ie aggregate series 
are something like what one would expect from many known facts : 
the increase in population, the rapid accumulation of capital, the 
application of science and machinery to the productive process in 
many industries, the gain in fuel and power consumption, the ex- 
pansion of buying power in home and foreign markets, the slow 
rise in living standards, and the building up of armament and war 
potential. All of these developments, taken together, testify to some 
such sustained growth in aggregate product and income as is 
depicted here. 

In the light of this supporting evidence, certain broad conclusions 
may be stated with reasonable assurance. 

Japan’s productive powers increased rapidly and continuously in 
the seventy years following the Meiji Restoration. The aggregate 
increase, as suggested here, was fourfold from 1885 to 1935. This 
is an annual rate of nearly 3.3%. According to Yamada’s figures, 
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real income produced within the country nearly doubled in the 
quarter century before 1910. It then doubled again during World 
War I and the postwar decade. In the boom of the thirties the index 
climbs another 50%.®® 

While the statistics themselves are open to question, for all the 
reasons stated above, it is not implausible that the over-all expansion 
of Japanese output approached some such magnitude as this. As 
would be expected, the total product series falls in between the 
slower advance of primary production and the more rapid gains in 
manufacturing and large-scale transport. As would be expected, 
too, the net value of output in primary production gains more 
slowly after 1910 than the physical oiitymt series of Table 3. Gross 
production increases were achieved only by heavier use of fertilizer 
and of other intermediate products in fishing and mining. 

Meanwhile the population of the country rose from 39 million in 
1885 to G9 million in 1935. Yamada’s figures therefore imply a per 
capita increase of 150 to 200% in net output. One hesitates to put 
much faith in the estimates of gainful employment for reasons al- 
ready stated. Per worker, however, it might be safe to say that in- 
dustrialization brought a cumujiative gain of at least 200% in 
average net product over fifty years. Yamada’s index itself actually 
advances at a rate of 2.0% a year. (All such calculations, even with 
accurate statistics, are sub ject to the qualifications mentioned earlier 

00 Certain revisions of Yanuida's estimates by his Hitotsubnf.hi University col- 
leagues Shipeto Tsiirij, Kar.iislii Ohknvva, and otlicrs hove conic to my attention too 
late for seriitiiiv here. In their latest version they are suniniarized in Ohkawa’s “A 
Note on ‘Lonp Term Chanpes in the National Product of Japan,’” The Annals of 
the Hilotsuhashi Arademif, vnl. tit, no. 2, A]>ril 1953, pp. 164-78. 

Ohkawa’s revision suppests that Yamadii understated rather than ovei stated the 
prowth of national product in Japan over fifty years. Apprepate net product in 
the poods sector is not rndirally ehaiiped. When deflated for price ehanpes it is 
13% above Yanuida’s flpure for 188.3-87; thereafter it is 5 to 15% below because of 
consistently lower estimates for innnufaetiirinp. The principal ehnnpe is a more 
rapid rise in .service incomes, bepinninp from much lower levels. While some revision 
in this direction is ^ihiusihle, and the new mode of computation is more topical, the 
resultinp estimate for the .services is still very questionable in its ba.sie data and 
assumptions. 

The new series show a more substantial ri.se in national product than doe.s Table 
12, largely because of the new services estimate. Deflated to 1928-32 values by an 
index of wholesale prices, Ohkawa's figures are as follows in millions of yen 
(pp. 176-77): 


XI T N ATTOXAl. PnOOItCT NET NATION AT- PRODUCT 

Total Services Total Services 


188.3-87 

1,784 

548 

1918-22 

7,087 

2,851 

1893-97 

2,846 

850 

1923 27 

9,081 

4,314 

1903-07 

3,886 

1,292 

1928-32 

12,089 

6,151 

1908-12 

4,813 

1,736 

1933-37 

14,564 

6,990 

1913-17 

5,664 

2,061 
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as to the meaning of any such summary expression of myriads of 
divergent changes.) Most of the increase in aggregate output, in 
other words, is attributable to the rise in the unit efficiency of labor, 
not merely to the greater input of labor. To this point we return 
again in Chapter 4*. 

It is interesting that Yamada’s data show no tendency for the 
rate of expansion in national income to taper off over the fifty-year 
period. This is true even if the boom of the thirties is discounted so 
as to allow for the deterioration which took place in the terms of 
international trade. The persistency and continuity of economic 
growth in prewar Japan suggests that her achievement in this re- 
spect is to be compared with that of Western industrial nations in 
their earlier (and most recent) periods of growth, rather than in 
their experience between the two World Wars. Despite the contrast 
in objective circumstances, the analogy is rather with Britain from 
1810 to 1860, or the United States and Germany during the next 
half century, when great lands and resources were being opened up 
to exploitation and settlement. 

Japan’s good fortune in escaping the ravages of the first Euro- 
pean war — even profiting handsomely from it — and her success in 
freeing herself quickly from the constrictions of the Great De- 
pression, have much to do with her rather impressive showing in any 
international comparisons of secular growth in income, trade, and 
production since 1900. Her rapid expansion from 1914 to 1936, 
while the Western industrial world wrestled with war dislocations 
and unemployment, had extensive repercussions both upon the world 
balance of power and upon industrial competition in world markets. 
The decade of the forties, and perhaps that of the fifties, is another 
story. For the first time in their modem history, the Japanese in- 
volved themselves in a military struggle which dealt shattering 
blows to their domestic economy, and helped destroy the founda- 
tions of international trade upon which tiiey had built their pros- 
perity. 

Income and Consumption, If these statistics of growth are any- 
where near the truth, this half century of industrialization brought 
a marked reduction of the pressure of population upon resources 
in Japan, by comparison with anything known previousl}^ in Japa- 
nese history. 

Much confusion has been displayed over this question of popula- 
tion pressure in Japan. The term is an ambiguous one. Sometimes 
it is used in the psychological sense to refer to the degree of well- 
being, of satisfaction or dissatisfaction, which a people find in their 
existing plane of living or in their anticipations of the future. In 
these subjective terms, it becomes impossible to measure. But it is 
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not less important for that reason. Whatever their past or present 
condition, a people may become increasingly discontented with what 
they have, or may fear they are about to lose it. Or they may become 
resentful that others have still more. Paradoxically, the grievances 
within modern society have grown with its comfort. Only in this way 
can one explain how so many Japanese allowed themselves to be per- 
suaded that economic necessities drove them to war in the years 
1937-41, at the very climax of a period of prosperity unprecedented 
in their history. 

In objective terms, however, population pressure has no meaning 
except as measured by the existing plane of living — the actual con- 
sumption of goods and services. It is a matter of the size of incomes, 
their distribution, and their stability. In the broadest sense it in- 
cludes the supply of free and social services (e.g., education and 
medical care), the amount of leisure, and the working conditions of 
tlie population. It cannot be expressed as a mathematical ratio be- 
tween people and land. Still less is it correlated with national* de- 
pendency or self-sufficiency in food supply. It is a function of all 
the geographic, social, and technical circumstances affecting the 
production of goods and services and their distribution in con- 
sumption and other uses. 

Japan has remained heavily overpopulated throughout modern 
times, so far as economic welfare is concerned. Had there been fewer 
people, income per capita would have been higher, and probably 
more evenly distributed. (See Chapters 4 and 5.) Equally, however 
the pressure of population was being gradually relieved by the 
growth of income and wealth per person. This process went forward 
steadily with only temporary setbacks, until war destroyed the 
civilian economy after 1938 and produced an “overpopulation” 
crisis of first-rate magnitude. 

Any definitive measurements of the rise in Japanese living stand- 
ards after 1868 would require prolonged investigation. If this is 
the most important aspect of economic history, it is also the most 
difficult. Since 1926 Japan has had an excellent record of family 
budget studies, better than many Western countries."^ One such 
study is examined at length in Chapter 8. Prior to that time, how- 
ever, materials are fragmentary. One is forced to rely on wage 
statistics, on estimates of net national “disappearance” of a few 
staple commodities, or on the inconclusive testimony of individual 
observers whose personal acquaintance with Japanese life extends 
over a long span of years. 

On the face of it, the meager livelihood of the masses of people 

Convenient summaries of these investigations will be found in the flies of the 
International Labour Review during the prewar decade. 
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in Japan at the end of the prewar era, even the dire poverty of 
millions of tenant farmers and unskilled workers, seems to challenge 
the evidence offered above as to the expansion of national output. 
How could a growth of such apparent magnitude have left most of 
the population so close to the minimum of subsistence, as Western- 
ers would regard it? 

In considering this question, one must understand that only a 
fraction of the growth in aggregate Japanese output went directly 
into raising the plane of living of the mass of peasants and urban 
workers from traditional, preindustrial levels. For this tliere are 
several reasons. Some apply with special force to the case of Japan, 
but mostly they are inherent in the problem of developing any 
“backward area.” 

First, the increase in population operated as a heavy drag on the 
rise in living standards. In fifty years the Japanese poyjulation 
nearly doubled. This alone meant that a good deal of the net gain 
in total production was absorbed simply in feeding, clothing, and 
housing a greater number of people.®** From evidence presented be- 
low, in Chapter 8, one may conclude that even in the later years as 
much as half or more of Japan’s total national income, and 75% 
of the income of most households, had to be devoted to meeting these 
basic wants of the swollen population in a very meager fashion. 

Second, per capita changes in net product do not result in 
equivalent changes in real income if exports no longer exchange 
against imports on the same terms. For part of the national product 
is not used at home, but exported in payment for imports, which 
are the real income.®” If the terms of exchange move unfavorably to 
a country, real income in the form of consumption and net additions 
to capital will fail to rise as much as output expands. This was true 
of prewar Japan after 1928. In 1935-ri9 the import price index 
stood at about the same level as in 1928-29, whereas the exjiort 
price level had dropped 30%. Here was one reason why the indus- 
trial boom of 1931-38 failed to bring larger benefits in consumption. 
Japan lost a billion yen a 3 H'ar of real income (at 1930 prices) 
from 1934} to 1938 through exporting as much as she did at the 
prices then prevailing, by comparison with what she would have 
enjoyed had she been able to purchase her imports at the 


\-\ivwtr sVvTn\V\H\pA VW KTOvr\\i \o\k\ (IrjrriT, (Sr^ 

t.-r 4^ llowrvor, tlirsi- r|iwi lifipiitirMls )if.r<n^ nfTrct 1 hr fllfu'n /irClItrJPnt < t 

them is fact tliat a high dependency ratio meant a high ratin of unprodmlivf 
persons in the popnlntinn. 

MStrietJv speaking, it is the Imports rcfninecl for do„,rstir use. and not proccsi-rd 
for reexport, uhirh constitute real Income. ^ 
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1930 terms of exchange. In other words, while net national product 
is estimated to have risen from 10 billion yen in 1930 to 16 billion 
in 1936 (at 1930 prices), 20% or so of this gain yielded no cor- 
responding gain in real income to the country. (See above, pages 
73-74.) 

Third, some of the rise even in per capita income was more ap- 
parent than real during the prewar decades. For it represented 
goods and services which were required for urbanization and in- 
dustrialization but did not actually increase real consumption from 
its earlier level. As cities grew, food and raw materials had to be 
hauled longer distances. As market organization became more elab- 
orate, complicated structures of merchandising and finance had to 
be created. As industrialization proceeded, the needs for govern- 
ment services multiplied. All such activities gave employment and 
produced income in the national accounts. But they themselves did 
not directly raise living standards ; in Simon Kuznets’ phrase, they 
yielded only “intermediate” production. From a social viewjloint 
they are more properly reckoned as the costs rather than the gains 
of modern economic organization. This is quite aside from the point 
that some of the most serious human costs of industrialization fall 
entirely outside national income accounting — e.g., the disease and 
accident rates produced by city slums and poor factory standards. 

Fourth, prewar Japan presented a picture of extremes of wealth 
aYid poverty. The broad base of the income pyramid comprised the 
great mass of peasants and urban workers whose family incomes in 
1930 still fell below 800 yen. Numbering 10.6 out of japan’s 12.6 
million families in that year, they received only half of the country’s 
household income. At the top some 24,000 well-to-do families with 
incomes over 10,000 ven appropriated over 10% of aggregate family 
income. (See Table 23, below.) 

Whether income and wealth were more or less unevenly distributed 
in 1880 than in 1930 we do not know. The destruction of feudal 
privilege after 1867 was soon followed by the creation of a new 
plutocracy on the foundations of the new capitalistic order. At- 
tempts to measure the subsequent shifts in income distribution from 
tax statistics, using Pareto’s formula, arc not convincing, owing to 
the deficiencies in the statistics and in the formula itself. However, 
it is evident that the stock of productive wealth grew rapidly ; that 
returns on property, relative to labor, remained high; and that a 
large share of property income tended to he concentrated In the 
upper tail of the income distribution curve. This does not mean that 
Ihe wealthy, propertied cla.ss swallowed up all the gains of economic 
development, leaving the rest of the population where 
interest, and profits together comprised only 25 to dOyc o 
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national income in the thirties (excluding the property income 
accruing to entrepreneurs jointly with their income on labor). But 
a small segment of the population were able to appropriate far more 
than their per capita share of the aggregate growth in income. 
Large groups and regions of the country — ^the mass of the people — 
were at a marked disadvantage in sharing the fruits of economic 
progress. (See Chapter 6.) 

Fifth, the Japanese economy was a dynamic one characterized by 
a high rate of savings and investment, compared with that of other 
Far Eastern countries. This meant that a significant part of annual 
net product — possibly 16% or more in the later boom years — ^was 
withheld from consumption and applied in building up the plant, 
equipment, and inventories of the country. (See Chapter 5.) 
Whether the share of income withheld from consumption for pur- 
poses of investment tended to grow as industrialization proceeded 
is now known ; probably it did. Also a growing share of gross pro- 
duction went into replacing the wear and tear and depreciation of 
existing capital assets, as industry became steadily more capitalistic, 
and as agricultural yields were forced upward by heavier doses of 
fertilizer and careful preservation of the land. Through this process 
the production of consumer goods steadily increased. But the re- 
sources applied to capital formation were not immediately available 
for consumption purposes. 

Finally, one must allow for the drain on living standards imposed 
by the costs of war, armament, colonies, and strategic industries. 
In what periods, and to what degree, these outlays may have been 
justified on political and military grounds need not be argued here. 
In economic terms, however, such expenditures, and the whole empha- 
sis in national policy which they reflected, represented in the main 
a diversion of resources away from the production of goods and 
services for civilian use. To be sure, tlitir net effect is sometimes 
exaggerated so far as the period before 1937 is concerned. Deficit 
financing of military expenditures from 1867 to 1893, and in each 
of Japan’s three succeeding wars, tended to expand money incomes 
and productive activity- To some degree it “paid for itself,” in the 
sense that it stimulated the fuller and more efficient utilization of 
resources. In the interwar periods, moreover, direct and indirect 
outlays for military purposes probably rarely exceeded 10% of na- 
tional income. During war years, however, the burden ran much 
higher. And even in “normal” times, the military establishment was 
consistently an item of top priority in the national budget, absorb- 
ing 35 to 60% of national government expenditures from the Sino- 
Japanese War on. This severely handicapped expenditures for 
education, rural development, and other programs of social welfare 
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which were sorely lacking in Japan and which only the government 
could undertake. (See below, pages 290-92.) 

Rise in Consumption Levels. These various circumstances meant 
that only a part of the aggregate growth in income produced in 
Japan was actually available for raising the living plane of the 
population from the levels which prevailed in the early decades. 

That the rise in consumption levels was substantial, nevertheless, 
there can be no doubt. For one thing, the mere disappearance of 
famines and epidemics on a great scale, as well as earlier practices 
of infanticide, is itself strong evidence. A Japanese male bom in 
1935, from the mortality experience of that year, could expect to 
live at least ten years longer than his grandfather bom in the 
eighties.^® He could hope to live twenty years longer than a Chinese 
boy of the same age. Medical science can now reduce the incidence 
of many diseases without great improvements in the standard of 
life in other respects. In the era here under review mortality was 
more closely related to levels of consumption and income. If* Ja- 
pan’s standards of nutrition, housing, and medical care were still 
grossly inadequate, she had nevertheless attained by this time an 
enviable position in Asia. Mortality had dropped to the point where 
she was now to be classed with France, Spain, and Eastern European 
countries having “middle” death rates of 15 to 19. She no longer 
stood with most Asiatic countries, where the rate ran to 30 or 
more.^^ 

Other evidence of improvement in the well-being of great masses 
of people in Japan may be found in national wage statistics. These 
statistics relate largely to industrial workers. Even here they are 
too unreliable to give more than a crude approximation of the 
change which took place, especially before 1914. They are worth 
examining, nevertheless, as they testify to the broad tendency of 
economic growth. 

The best available index numbers of the average daily earnings 
of Japanese industrial workers, and their buying power, are pieced 
together and summarized in the following table (1914 = 100) 

TO The official statistics of the Meiji era actually show a rise in the death rate. 
Rejecting these figures as spurious, because they are based on incomplete popula- 
tion registers, Irene B. Taeuber and Frank W. Notestein project as a '^reasonable 
inference” a level of Japanese mortality in the ISSO’s at about the rate prevailing 
in Korea in 1926-30. “The Changing Fertility of the Japanese,” Population Studios, 
vol. 1 , no. 1, June 1947, p. 10. The life expectancy of males at birth rose from 42.06 
in 1921-25 to 46.92 in 1935-36. The latter was about the level in Prance, Germany, 
and Italy just before World War i. Irene B. Taeuber and Edwin G. Beal, **The 
Dynamics of Population in Japan,” in Dsmographie Studies of Selected Areas of 
Rapid Growth, New York, 1944, pp. 16-17. 

Ti**Food, Income and Mortality,” Population Index, vol. 13, no. 2, April 1947, 

pp. 100-101. 

TsFor the years prior to 1914 1 have merely averaged dally earnings in twenty- 
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Money Wages 

Cost of Living 

Ileal Wages 

1895-99 

(50) 

(69) 

(73) 

1905-09 

(84) 

(91) 

(92) 

1914 

100 

100 

100 

1915-19 

142 

142 

101 

1920-24 

302 

212 

141 

1925-29 

317 

204 

155 

1930-34 

284 

163 

174 

1935-39 

312 

189 

166 


Real wage rates — the purchasing power of the average daily 
earnings of employed industrial workers — would appear from these 
statistics to have risen about 33% betw'een the years 1897 and 
1914. No great reliance can be placed on the data for this early 
period, as the ivage information is scanty and the cost of living is 
expressed merely by certain commodity prices at wholesale. Retail 
prices certainly advanced less rapidly than wholesale commodity 
prices, however. If the two measures given here are at all representa- 
tive, the buying power of industrial wages did not increase by less 
than one third, though this may seem a modest gain, considering 
that the worker’s needs were also increased by urbanization and 
factory life. 

More accurate is the estimate beginning in 1914. Over the next 
twenty to twenty-five years it would appear that real wage rates 
advanced 65 to 75% on the average in Japanese industry. Most 
of the rise occurred in the decade 1914-23, through the fact that 
money wages failed to decline after World War I in proportion to 
the fall in prices. The same phenomenon occurred again in the de- 


seven to forty industrial (largely handicraft) and service occupations, and deflated 
them by a wholesale price index based on fifteen staple commodities. Data are from 
Nippon Teikoku Tokei Sokan, cited, pp. 939, 1108. Hijikata’s wage index (Yamada, 
op.eit., p. 154) shows money wages rising from 1885-89 io 1914 only 20% more than 
wholesale prices. 

After 1914 the data are better. Money wages from 1914 to 1925 arc represented 
above by the index of the Ministry of Commerce and Industry. This is based on 
the daily earnings of twenty-eight or more grades of skilled industrial workers in 
the factories (and a few handicrafts) of thirteen large cities in Japan. Included are 
all money wages and allowances, as well as payments in kind. Linked with this 
index in 1926 is the mo^^e reliable index of the Hank of Japan for factory indu.stry. 
This is computed from the monthly wage bill (including all allow'ances except 
bonuses) in factories of forty to fifty workers or more, divided by total man-hours 
worked during the month. Thus it reflects not only changes in wage rates but also 
shifts in employment from one industry or type of labor to another. IJyeda’s cost 
of living index for Tokyo industrial workers (op.n7., p. 22) is used for the years 
1914-33, and thereafter the index of the Aaahi Shimbun for thirteen cities. Both 
of them employ weights derived from a 1926-27 family budget survey, and include 
services as well as commodities. 
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prcssion of 1929-32, but this gain was partly cancelled out during 
the inflationary boom which followed. While industrial employment 
revived after 1932, the depressed condition of Japanese agriculture 
retarded wage increases in industry. A growing share of manu- 
facturing output went into plant expansion, armament, and pay- 
ment for imports. Total manufacturing payrolls are of course a 
product of both wage rates and employment. In the twenty-five years 
after 1914 the buying power of aggregate payrolls in factory in- 
dustry probably rose fivefold. In all manufacturing, including small 
workshops, it must have increased by something like 150%. 

One would conclude from the above table that the average in- 
dustrial worker in Japan was able to buy at least twice as much with 
his daily earnings in 1937 as he could have afforded in 1897. There 
was no “average worker,” needless to say; and this limits the use- 
fulness of any calculation which lumps together all men and women 
of various grades and skills employed in various branches of in- 
dustry. Moreover, consumer needs and spending habits tended to 
change, so that any cost of living measure of this sort is an abstrac- 
tion, too. Certainly the index does not measure welfare, which takes 
in other values as well. And some part of the rise, as previously re- 
marked, represents the additional requirements of urban living, not 
an advance in well-being. Nevertheless, one finds here some cor- 
roboration of the slow improvement in the mateilc^l position of the 
Japanese worker through the process of industrialization. In agri- 
culture the advance was slower, especially in the more remote pre- 
fectures of the country; in particular industries it was more rapid. 

As one would expect, the statistics suggest that the rise in real 
wages over half a century lagged far behind the rise in total na- 
tional output, which now had to support a much larger population. 
For other reasons already mentioned the gain also falls somewhat 
short of the estimated rise in per capita product. In short, the re- 
lationship between the estimates in this respect is a reasonable one, 
w’hich lends somewhat greater credibility to them both/® 

Still more direct evidence of the advance in Japanese living 
levels can be found in the consumption per capita of staple foods, 
clothing, and other measurable items in family budgets. This, of 
course, must be judged again-st the traditional background of ex- 
treme poverty for all but the privileged few; also in terms of the 

78 Yamarla, t>p.ri7., pp. 94-95, estimates the money value of per capita consumption 
in Japan from 1887 on. Deflated by the above co.st-of-Iivinp index, his series shows 
the following rise (1914 = 100): 1895-99. .54; 1925-29. 182; 1935-39. 146 There is 
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frugality and simplicity of Japanese consumption habits down to 
the present day. 

The food intake of the average Japanese appears to have risen 
appreciably in the forty or fifty years ending in 1930. It also be- 
came more diversified, especially among the urban classes. Rice 
consumption per capita seems to have risen about 25%.’* In part 
this meant more calories, in part the preferred substitution of rice 
for barley, which is itself an index of a rise in income. At the end 
of this period the average Japanese was eating about a pound of 
rice a day, still depending on this staple for over half his diet, ex- 
cluding fish, meat, and sugar. The intake of fats and proteins in the 
form of fish products increased more rapidly; official data — which 
should probably be discounted — record nearly a twofold gain in fish 
consumption per capita during the first three decades of the twen- 
tieth century.’® There were also substantial increases in a good many 
lesser items — in sugar and salt, in wheat, soybeans, and fruit, and 
(on a very small scale) in meat and dairy products. 

Food production and imports, according to E. F. Penrose’s 
index, show a 20% increase in per capita food supply from 1910-12 
to 1925-27 (disregarding exports, which were of minor importance) .’® 
This modest rise was made possible only by increasing imports 
from overseas. Similarly, growing imports of cotton and wool 
brought a concurrent rise of 40% or more in the domestic use of 
all clothing fibers per person.” Other diverse improvements in wel- 
fare now also became evident: the widespread use of electric lighting, 
which replaced the kerosene lamp, itself an earlier innovation; the 

“^♦■Wen Vuh Swen and Carl L. Alsbcrg, Japan an a Producer and Importer of 
Wheat, Wheat Studies of the Food Research Institute, Stanford University, vol. vi, 
no. 8, July 1930, p. 877. 

TBJohn £. Orchard, Japan’s Economic Position, New York, 1930, p. IK. 

Food Supply and Raw Materials in Japan, cited, p. 73. “On balance,'’ says 
Penrose in another study, “the evidence points to increased per capita consumption 
of food, agricultural, fishery, and mineral products.” Population Theories and 
Their Application, Stanford University, 1934, p. 122. Por details on the rising con- 
sumption of food and other items in the period after 1914 see Kokichi Morimoto, 
The Efficiency Standard of lowing in Japan, Tokyo: Japanese Council of the In- 
stitute of Pacific Relations, 1939; Egerton C. Grey, The Food of Japan, Geneva: 
League of Nations, 1928; and Teijiro Uyeda and Tosuke Inokuclii, Cost of Living 
and Real Wages in Japan, ID 14-1936, Tokyo: Japanese Council of the Institute of 
Pacific Relations, 1936. 

77 Consumption of cotton goods in 1910-13 seems to have run around 140,000 metric 
tons a year in yarn equivalent. By 1930 it had reached 240,000 tons - a rise from 
6 lbs. to 8 lbs. per capita. (Table 33.) Home consumption of the four clothing 
fibers — cotton, wool, silk, and rayon — increased from 150-160,000 tons to nearly 
290,000 tons. (Yarn output minus exports plus imports of yarns and fabrics, with 
a correction in 1930 for changes in stocks.) Meanwhile the populotion rose from 
61 to 64 million. Japanese consumption was still well below that of the more pros- 
perous Western countries, but above that of most of Asia and the Near P2ast. Inter- 
national Labour Office, The World Textile Industry, Geneva, 1937, vol. i, p. 168. 
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increase in postal traffic, railway passenger travel, buses, and bicy- 
cles ; the tiled roof of the more prosperous farmer ; the wool clothing 
and leather shoes now seen among middle-class men and boys; the 
spread of literacy and expansion of book and newspaper sales; the 
cheap Western-type gadgets of which the Japanese seem so fond. 

During the decade after 1926, increased consumption of food and 
clothing materials just about kept pace with the growth of popula- 
tion, now at its full tide. Per capita intake of food remained at 
about 2,300 calories per day. Consumption of clothing materials 
averaged around 10 lbs., per year, rising slightly over the period. 
Such further gains as were recorded in living standards, before the 
wartime deterioration set in, seem mainly to have accrued in housing 
and household equipment; in travel, recreation, and education; and 
in otlicr amenities which become attainable as a people rise from the 
subsistence level. 

Finally, indirect evidence of the historical rise in Japanese con- 
sumption levels may be sought in international comparisons with 
Far Eastern nations which are still in the early stages of economic 
development. It is perhaps a fair presumption that the plane of 
living in early Meiji times wa^ at best no higher than that of most 
other Asiatic peoples today, judged by some of the major indicators 
more or less common to all cultures. To be sui*i, such comparisons 
are difficult to make even under present-day conditions. Monetary 
comparisons are particularly elusive and ambiguous. And even 
limited tests of more “objective” nature become entangled in dif- 
ferences in cultural values and physical requirements. Yet testi- 
mony of this sort to the relatively favorable position attained by 
the Japanese in modern times may at least increase confidence 
in the more direct evidence of material improvements wrought by 
industrialization. 

M. K. Bennett has made the most inclusive attempt to compare 
prewar consumption levels internationally by a series of non-mone- 
tary measures.^" He selects sixteen indicators for thirty-one coun- 
tries during the years 1934f-38. They give a partial and admittedly 
crude basis for ranking these countries in their consumption of food, 
medical services, housing and clothing materials, education, recrea- 
tion, mechanized transport, and communication. (Correctives are 
applied for climate, number of livestock units, and use of energy in 
manufacturing.) Each country is rated on each indicator in terms 
of the ratio of its per capita consumption to that of the leading 
country. Those percentage relatives are then weighted after a 

T8 "International Disparities in Consumption levels,” American Economic BevieWf 
v«)I. XII, no. 4, September 1951, pp. 632-49. 
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fashion and combined to arrive at the country’s ranking with re- 
spect to its general consumption level. 

The position of Japan is interesting. In mechanical transport, 
telephones, and movies, she utilized less than 20% of the per capita 
services enjoyed by the leading Western nation, though more than 
any of her Asiatic neighbors. On the other hand, she exceeded 60% 
of the per capita standard of the leading nation in a number of 
more significant consumption measures : caloric diet, physicians per 
1,000 population, availability of textile fibers, and school attendance. 
In combined score she ranked tenth among the thirty-one nations — 
well below half a dozen Western countries, about even with Italy 
and Cuba, and well above the Middle East and the rest of Asia. 
Her comparative position was as follows in the weighted aggregate 
of percentages (ibid.^ p. 648) : 


United States 

100 

Philippines 

22 

United Kingdom 

77 

Egypt 

18 

Czechoslovakia 

45 

India 

17 

Japan 

38 

China 

14 

USSR 

31 

Netherlands Indies 

12 


The limitations of this computation are obvious. Bennett himself 
warns against attaching any precise significance to the aggregate 
scores. The indicators selected tend to be weighted against certain 
indigenous values of traditional Asiatic societies, and they take no 
account of the important factor of income distribution. It is incon- 
ceivable, however, that Japan could have attained this position un- 
less her economic growth over seventy years had led to a substantial 
rise in consumption levels for her expanding population, beside 
providing for steady capital accumulation and a large military 
establishment. 

For most of the Japanese people, nevertheless, the prewar plane 
of living remained far below the minimum requirements of health, 
comfort, and security, even by Japanese standards. On an income of 
3 yen a day — the average earnings of an urban worker family in 
1935-36 — over a third of family expenditures still went for a simple 
diet of boiled rice, soybean soup, pickled radislies, and a few 
vegetables, and now and then some fish. The mass of small farmers 
managed to eke out an even more meager existence only by unremit- 
ting seasonal toil on the part of the whole family. The bare neces- 
sities of existence were leavened by only a few comforts, mostly of 
the traditional variety. If the peasant had won some security from 
great natural calamities and the harsh political oppression of feudal 
times, he was now exposed to the vicissitudes of a money economy 
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and the demands of the landlord and moneylender. Standards of 
sanitation, education, and housing were still needlessly low, in the 
city as in tlie country. In factory legislation and social security 
services Japan lagged far behind modern democratic practice. Nor 
was this oHset by the much advertised paternalism of the Japanese 
employer. The poor conditions of life and work in the great cities 
still took their toll in excessively high mortality among women of 
childbearing age; also among adult young men. Historically, these 
seem to be the implacable costs of industrialism in its raw, early 
stages. But there was now far less justification for such conditions 
in Tokyo and Osaka than, say, in Bombay or Shanghai. 

These all too obvious facts of Japanese life have attracted wide- 
spread attention in the West, especially as they appeared to be 
directly contributory to the rapid inroads which Japan’s export 
industries were able to make in prewar markets for textiles and 
other cheap manufactures. Often they have been allowed to obscure 
entirely tlie substantial advances in economic welfare achieved over 
preceding decades. For example, the following glib assertions by 
the editors of Fortune in 1936 are fairly typical : “Elsewhere in the 
w'orld the industrial revolution has meant a general rise in the stand- 
ard of living which has meant in turn a general increase in wage 
scales. ... In Japan the industrial revolution has not meant a 
general rise in the standard of living. The agricultural half of the 
population, always too numerous to live fatly upon Japan’s limited 
farmlands, has long been habituated to an existence of extreme 
frugality and has long possessed a communal life making that 
frugality endurable. Partly by government policy, partly by social 
habit, and partly by the sheer w'eight of its own numbers, it has been 
held not far above the level it knew three or four hundred years be- 
fore the revolution. . . . The consequence is that Japan, outwardly 
industrialized maintains inwardly the life of a simple agrarian 
country. The further consequence is that her industrialization is an 
industrialization which must sell its goods abroad since her domestic 
market is incapable of buying her industrial products. The in- 
dustrial workers of Japan live on one economic level while their 
goods sell on another.”” 

The sudden impact of Japanese competition in world markets in 
the thirties was attributable mainly to short-term dislocations of 
prices, wages, and exchange rates sketched briefly in Chapter 2. 
Basically, however, it was the rise of industrial efficiency in Japan 
which accounted for her growing strength in international competi- 
tion, not any permanence or fixity in the Japanese standard of liv- 
ing. The living standard of the industrial worker, it is true, was based 
70 Fortune, vol. xiv, no. 3, September 1936, pp. 116, 118. 
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ultimately on that of the countryside. The peasant farm remained 
the great reservoir of low-wage labor and social conservatism. Yet 
even here, despite the backwardness of agriculture and the tenacity 
of the old social pattern, gradual changes were in process. Shiro 
Kawada, President of Osaka University of Commerce, while de- 
ploring the relatively low living standard of the peasant, wrote as 
follows in 1936: “It is hardly possible to deny that the agrarian 
standard of life has been raised to a much higher level than obtained 
formerly, for agricultural communities have had their share in the 
general increase in wealth experienced in the capitalistic age. As 
a matter of fact there is a considerable gap between the modern 
standard of rural life and that of the feudalistic period, or even be- 
tween the present standard and that of the periods preceding the 
Sino- Japanese War and the Russo-Japanese War.”®® 

There can be no doubt that the great expansion of Japan’s pro- 
ductive powers had raised the general level of economic well-being 
appreciably above that of Commodore Perry’s day, despite a dou- 
bling of the population. J apan had also emerged on the w'orld stage 
as an aggressive, front-rank military power, soon to make a spec- 
tacular bid for dominion over Kast Asia. This also reflected the 
technical achievements of industrialization, as well as the social 
stresses, the insecurities, and the restless ambitions which all too 
frequently accompany the progress of modern industrialism. 

80 “The Income and living' Standards of the Agrarian Population in Japan,” 
Journal of the Osaka Unwersity of Commerce, no. 4, December 1936, p. 13. 



CHAPTER 4 


TECHNOLOGY 

FROM a description of the growth of Japan’s productive powers 
after 1868 we turn now to a more analytical study of certain es- 
sential features of the growth process. Once that process was set 
in motion in Japan, it went forward with cumulative momentum and 
almost uninterruptedly for three generations. Evidently it was not 
confined to any single sector or aspect of economic life, but was an 
all-round affair characterizing the whole range of economic activity 
in varying degrees. Yet there is nothing inevitable or inexorable 
about the process of economic development, as shown by the re- 
sistances it encountered at numerous points in Japan, and its still 
more qualified progress in most other countries of Asia. If i};s main 
components can be established in the Japanese case, with their in- 
tricate interrelations, this may serve to illuminate not only tbe Japa- 
nese experience, but also the opportunities and problems faced by 
otlier nations emerging from similar backgrounds. 

Of capital importance to Japan was her opening to contacts with 
the outside world, and her eager grasp of the opportunities which 
appeared. What followed within the country, indeed, can be de- 
scribed in large measure as a long wave of response to those impulses 
from abroad. One must be wary of assigning too much importance 
to the international aspect, however. Other countries similarly ex- 
posed, and sometimes with far more foreign assistance, have often 
failed to respond in the same degree. Also, the process of change and 
growth spread far beyond those sectors of economic life involved 
more or less directly in foreign trade. And at every point it was 
conditioned by the country’s social and political traditions, as well 
as its natural endowment. These inherited circumstances influenced 
tlie rate and direction of developments in the domestic economy, 
which reacted in turn on its trading and financial relations abroad. 

The economic history of Japan, as of all nations, thus reveals a 
complex interaction of physical resources, human aptitudes and 
ambitions, and the external opportunities afforded by the world of 
its time. No one of these factors can be assigned an exclusive or 
even predominant role. The historian’s task is to search below the 
narrative of events, as set forth in Chapters 1 and 2, and beyond 
the statistical evidences of growth set forth in Chapter 3, to dis- 
cover the forces at work. The chapters which follow examine the 
principal economic and technical conditions of that growth. 

We begin with the central feature of the whole process, advancing 
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labor efficiency. In this chapter, under the general heading of 
“Technology,” the secular rise in productivity is considered in rela- 
tion to population growth, changes in production technique, the 
widening of markets, and new forms of industrial organization. 
From this broad survey certain aspects are selected for more ex- 
tended analysis. Chapter 5 deals further with the accumulation of 
capital through the institutions of savings and investment. Chapters 
6 and 7 stress the role of overseas trade as a catalyst, feeder, and 
outlet for industrial expansion. Chapters 8 and 9 describe struc- 
tural changes in the demand for and employment of resources as 
the condition and consequence of economic growth. A final chapter 
takes up more elusive issues respecting the underlying dynamics of 
Japan’s economic development, particularly the role of the State in 
relation to economic enterprise. 

Population and Economic Growth 

One striking feature of Japanese economic development has been 
of course the sudden impulse to population increase. This appeared 
almost at once after 1868 and has persisted with little abatement 
down to the present day. Industrialization produced a demographic 
revolution of major proportions. 

Like Germany in the seventeenth and eighteenth centuries, the 
Japan of latter Tokugawa times (1720-1850) seems to have had 
virtually a stationary population.^ A population of 28 to 30 millions 
pressed close to the limits of subsistence afforded by the simple rice 
economy of her coastal plains and mountain valleys, with its re- 
stricted commerce and handicrafts, and the burdensome exactions 
of a feudal aristocracy. Further increase was checked by famine, 
earthquake, and flood, by malnutrition and disease, and by the wide- 
spread practice of abortion and infanticide.* 

With the opening of the country to modern influences, this bal- 
ance of births and deaths was dramatically overthrown. There set 
in a rapid growth in numbers which doubled the population in fifty 
to sixty years. (Table 2.) Thus the spurt of population brought on 
earlier in Western Europe by the Industrial Revolution was re- 
peated here. In Japan, however, population growth took place 
under circumstances seemingly far less auspicious for surmounting 
its perils. First, the Japanese islands were a region already heavily 
populated in relation to their resources in land and minerals. Second, 

J “Owinff to the terrible sufferings of the seventeenth century the total German 
population in 1800 was perhaps no greater than it had been in 1600.” J. H. Clapham, 
The Economic Development of France and Germany, 1815~191J^, Cambridge, England, 
1923, p. 32. 

zEijiro Honjo, The Social and Economic History of Japan, Kyoto, 1936, chap. 6. 
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their people now entered a world where the safety valve of migra- 
tion on a large scale was to be denied the yellow man. Third, the 
alternative of industrializing and modernizing economic life to 
care for growing numbers at a rising standard had to be begun from 
a level of productivity and incomes probably well below that en- 
joyed through much of Western Europe for centuries. The eco- 
nomic “surplus” thus available for investment in land, equipment, 
and education was comparatively meager except as greater restraint 
and self-denial were accepted by the masses. 

One comparison alone is suggestive. The population of the United 
Kingdom also doubled between 1800 and 1860; that of Germany 
between 1830 and 1905. Until the Industrial Revolution, however, 
the normal density of population in Europe was only 100 persons 
per square mile. In England around 1600 it was actually about 88 
persons. During the next tw'o centuries it doubled, but still it was 
only lOl in 1800, though the country w^as even now becoming de- 
pendent on imported food.® Already in Japan at the time of the 
Meiji Restoration there were around 225 persons per square mile. 
Ry 1935 the figure had reached 469 — in a chain of islands so moun- 
tainous that little more than 15% of the area can be regarded as 
cultivable. The contrast in the objective circumstances under which 
the Industrial Revolution with its accompanying demographic rev- 
olution has been approached by the sparsely peopled lands of the 
West and populous Asiatic nations like Japan suggests a difference 
not merely in degree, but almost in kind. 

The dynamics of population growth in Japan need not detain 
us here, except to observe that in its essentials it followed the pattern 
already made familiar in the West.* Contrary to earlier interpreta- 
tions, it is now believed that the Japan of 1868 shared the high 
fertility and mortality rates common to most preindustrial societies. 
As modernization proceeded, these rates underwent a marked de- 
cline, with the death rate falling earlier and more rapidly in re- 
sponse to improvements in food supply, sanitation, and medical 
care.® 

A drop in fertility is also evident in more recent decades, mainly 
as a result of later marriages. The birth rate, however, was more 

s Abbott Pay son ITsher, An Introduction to the Industrial History of Englandt 
Boston, 1920, pp. 89-90. 

4 A detailed rcexaininatinn of Japan's demof^raphic experience in modern times 
i*. in preparation by Irene B. Taeuber, under the auspices of the Office of Popula- 
tion Research, Princeton University. 1 attempt nothing more here than to restate a 
few familkr facts. 

5 Official campaigns against abortion and infanticide may also have had some 
effect. See Rvoichi Ishii, Population Pressure and Economic Life in Japan, Chicago, 
1937, pp. 31-37. 
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deeply rooted in the traditional cultural pattern of the Japanese 
peasant. It responded less readily than the death rate to the new 
influences. Significantly, one finds clear evidence of fertility con- 
trol among married couples toward the end of the prewar era, but 
only in the larger cities.** And falling reproduction rates had failed 
as yet to slacken the rate of natural increase appreciably, because of 
the concomitant decline in mortality among females before and 
during the childbearing ages. 

The net result was a growth in the total Japanese population from 
about 35 million in 1875 to 69 million in 1935.^ Toward the close 
of the period the expansion was at full tide, adding nearly a million 
persons to the population every year. 

This increase in numbers greatly influenced the rate and direc- 
tion of Japan’s economic development, including her relations with 
the outside world. Complex problems arise, however, when one tries 
to disentangle the demographic factor from other forces at work, to 
say just how it operated, and to what effect. For the consequences 
of a swarming population extended not merely to objective matters 
like the wage rate or the dependency ratio; they also include more 
subtle influences upon personal and family psychology, class rela- 
tions, and national policy. The strains it imposed upon the social 
fabric and the fears it engendered regarding national food supplies 
contributed heavily to Japan’s career of military expansionism. It 
had certain inevitable consequences in both economics and politics. 
But it had others wliich more intelligent leadership might have 
averted, or which occurred only because its significance was mis- 
interpreted to serve special ends. 

One obvious result of population growth was to double the num- 
ber of claimants on the Japanese national income. This limited the 
popular gains from any given expansion of income, first by reduc- 
ing the per capita share, and second by lostering greater inequali- 
ties in its distribution. Before concluding that greater numbers of 
people meant only more mouths to feed, however, one must ask 
whether the national dividend in goods and services was increased 
at the same time in greater or less proportion. For another conse- 
quence was to swell the aggregate supply of Japan’s greatest 
productive asset, her manpower. The most significant economic is- 

« See Irene B. Taeuber and Edwin G. Beal, Jr., “The Dynamics of Population in 
Japan,*’ in Milbank Memorial Fund, Demographic Studies of Selected Areas of 
Rapid Growth, New York, 194f4, pp. 22-32. 

7 At the end of the Toktigawa era the Japanese population is believed to have 
been around 30 million. For 1H75 a none too reliable estimate by the Imperial 
Cabinet, Bureau of Statistics, puts the “actual” population at 35.6 million. Showa 
Oo-nen Iko Waga Kuni no Jinko, Tokyo, 1930, pp. 3-5. Beginning in 1920 there are 
comparatively accurate estimates bused on periodic census enumerations. 
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sue concerning the influence of a growing population upon economic 
development would appear to center around its effects upon con- 
sumption and distribution as compared with its effects upon the 
productive energies and capacities of the people. 

Growth of the Labor Force. Whether the Japanese labor force or 
the actual amount of gainful employment grew more or less rapidly 
than the total population after 1868 we do not really know from 
reliable statistics. These concepts are difficult to define and apply 
even in a highly commercialized economy with advanced census 
techniques. For Japan any answer is complicated by the lack of 
a national census prior to 1920; by the wide prevalence of joint 
and part-time occupations; and by the immense but declining 
amount of productive labor devoted by farmers, industrial workers, 
and their families to goods and services for home consumption. Here, 
as elsewlicrc, the proportion of the population available for gainful 
employment has varied in response to changing circumstances. Shifts 
in the age distribution of the people altered the percentage found 
in the working ages. Slow modifications took place in social attitudes 
tow^ard the employment of women and children, as well as in their 
gainful opportunities. Other changes resulted from the rise in per 
capita incomes, the relative decline of agriculture, and the new re- 
quirements of urban, industrial life. 

The 1935 census showed 31.4 million people gainfully occupied in 
Japan, out of a total population of 69.2 millions. In the pre- 
ceding fifteen years their number had risen some 4.1 millions, or 
15.2%. But their ratio to the total population dropped from 48.7% 
in 1920 to 45.3% in 1935. For earlier decades such figures as are 
available show a still higher percentage of the people gainfully 
employed. For example, one Japanese authority puts the number 
at 19.9 million in 1880, or 55.3% of the total registered popula- 
tion.® These early estimates are unfortunately quite problematical. 

Estimate of S. Hijikata, published in Shakai Seisaka Jiho^ September 1929, 
and quoted here from Yuzo Yainada, Nihon Kokumin Shotoku Suikei ShiryOf Tokyo, 
1951, p. 152. The general tendency of Hljikata’s annual labor force totals before 
1920, linked with estimates thereafter from the official census, is indicated in the 
following: 


Year 

Total Population 
{thoueande) 

Gainfully 

Occupied 

(thousands) 

Percent 

1880 

35,929 

19,872 

55.3 

1900 

44,826 

25,308 

56.5 

1920 

55,963 

27,261 

48.7 

1935 

69,254 

31,400 

45.8 


The pre-1920 population estimates here are uncorrected registration figures. They 
arc less accurate than the corrected scries In Table 2, but are used here because they 
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Moreover, even were the statistics accurate, they would fail to meas- 
ure changes in total man-years or man-hours, owing especially to 
shifts in the relative amount of part-time employment. 

Despite these uncertainties, it is likely that the Japanese labor 
force did grow more slowly than the population. In other words, 
the ratio of dependents to workers tended to increase. For one thing, 
the proportion of the population under fifteen increased in the latter 
decades by virtue of the sharp decline in infant mortality. In 1884 
the proportion was put officially at 31.6%; in 1930 at 36.6%'** At 
the same time educational standards improved, while minimum age 
laws also restricted child labor somewhat in factories and mines. 

Apart from legislation, the growing technical maturity of Japa- 
nese industry itself tended slowly to discourage the employment of 
women, children, and older workers in certain trades. The lag of 
farm employment after 1920, as well as the transfer of industrial 
work from the household to the factory, limited the growth of em- 
ployment opportunities for family dependents at home. Indeed, the 
census figures show an absolute decline from 1920 to 1930 in the 
number of gainfully occupied persons, both male and female, under 
fifteen and over sixty. Even the number of women in the more pro- 
ductive ages between fifteen and fifty-nine who were reported gain- 
fully occupied increased only slightly. Their proportion to the total 
population in these age groups fell from 57.5 to 52.8% in a single 
decade.'® 

These figures do not prove much, it is true. The term “gainfully 
occupied” in the Japanese census can mean anything from a ten- 
hour day in a factory to spare-time assistance to a farmer or shop- 
keeper by his children, wife, or aged parents.^^ Furthermore, it is not 

are believed to be those on which the Hijikata sc-ies for the working population is 
built. For further discussion of these figures, see i haptcr 9. 

» Toyo Keizai Shimpo-sha, Taisho KckuseA Soran^ Tokyo, 1927, p. 636; 

Imperial Cabinet, Bureau of Statistics, Skowa Go~nen KokusH Chdm Snishii liuko- 
kusho, Tokyo, 1938, pp. 202-03. The relative youth of the Japanese population in 
the later year explains the deceptively low ratio of workers per 1,000 population. 
At 46.0% in 1930 this was higher than the corresponding fiuure for the United 
States (39.8% > but about the same as that for the United Kingdom. If we compare 
populations aged fifteen and over, more than 90% of the men were gainfully em- 
ployed in both Japan and Britain, but the percentage of women was 61.9% in the 
former as again.st only 34.9% in the latter. Ishii, op.rtV., pp. 82-84. 

"lo Showa Go-nen Kokusei Chosa Sahhii lidkokvahot cited, pp. 110, 113. 

II It also includes some persons totally unemployed at the time of the census. 
However, the 1930 census reports only 320,000 unemployed, or 1.1% of the total 
n imber of persons “gainfully occupied.” As 1930 was a year of business recession, 
this probably reflects a good deal of underreporting of unemployment. But it also 
indicates the tendency in Japan for persons losing their jobs in the cities to return 
to the rural family or to take up some relatively unremunerative, part-time employ- 
ment in the traditional trades. In using the cen.sus figures to measure employment 
the more serious difficulty is this large, indeterminate, and fluctuating amount of 
part-time employment. Sec below, pages 463-64. 
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unlikely that underreporting of family labor on the farm and in the 
home tended to increase in the later years as such employment be- 
came less “respectable.” Nevertheless, one would expect some such 
trend as living standards improved, as education spread, and as a 
decline set in in the relative amount of employment opportunity 
afforded by farming and home industry.^® Other industrializing 
countries have likewise reported a fall in the proportion of women 
gainfully occupied — for example, Italy, Belgium, and Austria dur- 
ing the period 1900-1920.^® 

Possibly the Japanese labor force as a whole grew by no more than 
65 to 75% from 1875 to 1935, while the population doubled. The 
published estimates suggest some such conclusion. Bven this repre- 
sents a large expansion of labor power. Moreover, the expansion 
was greatest in the most productive ages toward the end of the 
period. After 1920 the population in the age groups fifteen to sixty- 
four was increasing more than 500,000 a year, with about three out 
of four (men and women) desirous of some sort of gainful em- 
ployment. 

Emigration to the colonies and foreign countries siphoned off a 
small stream from this growing pool of manpower. But those who 
went overseas in search of civilian employment were mainly young 
men qualified for business, professional, and clerical work. They 
helped to relieve population pressure not so much by reducing the 
number of job-seekers at home as by developing markets and ma- 
terials for Japanese industry. They also remitted home some of their 
profits and wages earned abroad. As for peasant emigration, most 
of the areas of the world favorable to agricultural settlement were 
closed to Japanese. Such northern regions as Sakhalin and Man- 
churia offered the farmer-emigrant little but isolation and hard- 
ship. By 1936 there were only 1.7 million Japanese civilians residing 
in the whole colonial empire, and hardly 1 million in foreign coun- 
tries. “ Manchuria had attracted less than 600,000, despite the 
colonization efforts of the government. 

Sec, for example. Prof. T. Uyeda’s comments in Occupatiotml Changea in Japan, 
Tokyo Association for liberty of Trading, 1934, pp. 9ff. 

13 Marguerite Thibert, “The Economic Depression and the Employment of Women: 
j," International Labour Review, vol. xxni, no. 4, April 1933, pp. 447-48. 

14 The number of Japanese civilians re~sldcnt overseas grew by migration and 
naturai increase as follows, according to the official yearbook Nippon Teikoku 
Tokei Nenkan: 



Japanese in Empire Areas 
(fnrluding Kwantung Leased 

Japanese in 

Total Japanese 


Territory and 8. Manchuria 

Foreign 

Resident 

Year 

Ry. Zone) 

Countries 

Abroad 

1920 

792,260 

660,272 

1352,582 

1936 

1,673,277 

997,115 

2,670392 
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Only briefly in the late thirties, when the Japanese Army began 
in earnest to construct its “Greater £ast Asia Coprosperity Sphere,” 
did the removal of productive manpower from the domestic labor 
force either by military conscription or by emigration overseas 
reach substantial proportions.^® Earlier the Empire had offered 
marginal opportunities to a few thousand venturous individuals 
every year. Even this was partially offset, so far as the total labor 
supply was concerned, by tlie influx of Korean workers to fill low- 
paid jobs in Japanese mines and industries. By 1930 there were 
already 385,000 Koreans resident in Japan, and a decade later 
almost a million. 

It was at home, in Japan Proper, that the rapidly growing popu- 
lation in the productive ages had to find its livelihood in the main. 
Here the job frontier was predominantly an industrial and an urban 
one. No unfilled lands beckoned for colonization, except to a limited 
extent in the northern island of Hokkaido. Japan’s entire culti- 
vated area may have increased by one third or more from 1877 to 
1937. But after 1900, when the figures become more accurate, the 
increase was only 15%. (See Table 2.) In this latter period the 
number of agricultural families increased no more than 5%, even 
including those engaged in farming as a supplementary occupa- 
tion.^® Almost the wliole of the gain in the working population after 
the turn of the century had to be absorbed in nonagricultural pur- 
suits, unless farming w^as to become even more overcrowded than it 
was. 

Population growth thus transformed the country’s labor force, 
not only by swelling its size but by requiring great numbers of 
people to seek new occupations and ways of living. Its most spec- 
tacular outward feature was the mushroom growth of cities after 
the turn of the century. Annual streams of migrants applied relent- 
less pressure on city job markets, exceeded only by the pressure 
of the rural population on the land, from which young, able-bodied 
men and girls sought escape. By 1920 two out of three Japanese 
still lived in places of 10,000 or less; but thereafter growth took 
place mainly in urban areas, and especially in the great metropoli- 
tan centers of Tokyo, Osaka, Nagoya, Kyoto, and Yokohama. The 
growth of population and industrialization reacted upon each other 
to thrust increasing numbers of people into a milieu requiring pat- 
terns of family organization, economic behavior, and social outlook 
radically different from those of traditional Japan. On the other 

Asahi Shimbun-sha, Nippon Keizai Tokei Sokan, Tokyo, 1930, p. 688; Imperial 
Cabinet, Bureau of Statistics, Nippon Teikoku Tokei Nenkan^ cited, no. 68, Tokyo, 
1939, p. 67. 

Concerning developments in this period see below, pages 464ff. 
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hand, the superabundance of manpower at cheap, unskilled levels 
operated itself to retard the acquisition of new skills and new values, 
which are implicit in the shift from peasant agriculture to industrial 
capitalism. The mode of industrial life into which the Japanese 
worker was projected by the conflicting pulls and pressures of the 
transition are sometimes expressed, not inaptly, in the term “urban 
peasant.” 

In Chapter 9 some further attention is given to the changes which 
resulted in the distribution of the labor force. There, also, certain 
aspects of the process of structural change are emphasized, espe- 
cially the unusual degree of occupational, social, and geographic 
mobility displayed by the Japanese in responding to new economic 
opportunities. 

Here we shall continue only with one broad question. If the growth 
of population was itself a result of the industrialization process, 
did it also furnish a major stimulant? Was the rapid increase in 
numbers after 1868 itself one of the dynamic factors in ‘Japan’s 
economic development? More specifically, what would have happened 
had tlie gap between high fertility and declining mortality been 
sufficiently narrowed by the practice of family limitation so that in 
the prewar decades the population advanced only to 50 million, say, 
rather than 70 million ? 

Population and Industrial Efiicicncp, Not infrequently one en- 
counters the argument that rapid population increase was one of the 
chief expansive forces in the over-all growth of the Japanese econ- 
omy. This argument takes various forms. Kconomists have main- 
tained that a sustained and rapid increase in a country’s population 
can sometimes exert a generally stimulating effect upon production, 
by itself enlarging the demand for goods and services and encourag- 
ing the fuller and more efficient utilization of resources. Sociologists 
also have suggested that it may create a psychic milieu conducive 
to greater personal industry and frugality, a more aggressive search 
for economic opportunity, and more flexible processes of social 
change than would otherwise prevail. 

In the case of Japanese industrialization an even more direct 
causative role is often assigned to the demographic factor. It is 
sometimes said that the growth of the labor force beyond the limited 
absorptive cay>acities of agriculture forced Japan to industrialize. 
At the same time it facilitated the process by giving her industries 
the competitive advantage in international competition of an al- 
most inexhaustible supply of low-paid workers. Becau.se labor was 
so plen^ifu^, and wages so low, the domestic accumulation of in- 
du.strial capital out of profits was rapid, while abroad Japanese 
manufacturers were able to capture large markets for their cheap 
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wares. The rapid rise of capitalistic industry, and especially its 
success in foreign trade, are ascribed in no small measure to Japan’s 
expanding reservoir of low-wage labor.^^ 

One obvious difficulty with such arguments is that economic 
growth on a comparable scale has failed to take place in many other 
countries of Asia whose populations also increased rapidly and were 
no less necessitous. The difference between Java and Japan, for 
example, is hardly to be explained on demographic grounds. 

No doubt the mere pressure of numbers in Japan operated in some 
respects to break down traditional modes of peasant life and outlook 
which stood in the way of industrialization. But in other respects it 
served to perpetuate them, as it has throughout Asia. One questions 
whether any gains on this score could have offset the manifest dis- 
advantages of overpopulation in terms of the more objective con- 
ditions of economic progress. Those types of energy and capacity 
which count in economic development were probably not greatly 
stimulated by the marginal increment of 15 to 25 million people who 
crowded the Japanese islands and had somehow to be supported. 
Quite possibly, even the aggregate scale of Japan’s economic growth, 
as well as the share of her resources which came to be devoted to 
nonagricultural pursuits, could have advanced no less rapidly had 
her population increased more slowly and her manpower been less 
abundant — and with far greater benefits to tlic mass of her people. 
The reasons may be worth elaborating, since this issue is of such 
importance in other Asiatic countries with ambitions to industrialize. 

Put in the simplest terms, population increase was a deterrent to 
Japanese industrialization insofar as it retarded the rise in per 
capita incomes. No country industrializes rapidly merely because 
it has great masses of poverty-stricken people in search of industrial 
employment. For one thing, a market is lacking. At the subsistence 
level families must spend their incomes almost wholly on food and 
other bare necessities produced mainly in the extractive occupations. 
(See Chapter 8.) The simplest food requirements are apt to absorb 
60 to 70% of family budgets. Only as incomes rise can demands in 
the form of consumption and investment outlays be directed in- 
creasingly toward a wider variety of manufactures and services, thus 
supporting industrial diversification. 

Nor is the logic of industrial expansion built upon the foreign 
market different in the main. A smaller population in the Japanese 

IT Althoug^h by no means confined to Marxist writers, this thesis is elaborated by 
F. Barret in L’Evolution du CapUalisme Japonnis^ vol. iii, Paris, 194-6. Barret poes 
so far as to pin the responsibility for population growth itself on the Japanese 
capitalists. They deliberately discouraged birth control and emigration, he says, 
In order to create a limitless supply of industrial labor forced to work at starvation 
wages. (Pp. 221ff.) 
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islands would not require such large imports of overseas rice and 
other living necessities. But if it made possible higher per capita 
incomes, one would expect larger demands for other consumer goods 
and services from abroad, or for the materials and equipment enter- 
ing into their domestic production. There is no reason to assume 
that the aggregate demand for imports to be utilized in Japan 
would have grown less rapidly under these conditions. It was this 
demand which furnished foreign countries in turn with the bulk of 
their yen funds used to purchase Japanese industrial exports.'® 
Evidently the issue turns mainly on how population increase af- 
fected the ratio of gainfully occupied workers to their family de- 
pendents, and the efficiency of the labor force in the broad sense. The 
increasing dependency ratio in Japan as an economic burden — 35% 
or more of the population under age fifteen — has already been noted. 
The “effectiveness of labor” — to borrow Taussig’s term — is a func- 
tion of the capacities and aptitudes of the working population at 
various levels of skills, the efficiency of economic organization, and 
the amount and quality of capital resources. These arc the factors 
which are decisive for industrial progress, and they operate no less 
in a country’s external relations than in its internal development. 
Lionel Robbins observes that the Industrial Revolution came more 
rapidly in England than elsewhere, and at an earlier date, not be- 
cause labor was relatively plentiful but because it was s».arce.'® 
British manufacturers accordingly were induced to turn to ma- 
chinery as a substitute. The United States more recently has gained 
great industrial markets abroad despite her still higher wage level 
and her dearth of unskilled labor.^® Similarly, Japan, in both her 

18 This arpuinent passes over many influences upon the composition and direction 
of foreif^n trade arising from variations in the distribution of income, savings 
ratios, capital transfers and other elements in the balance of payments, etc. Per- 
haps the chief qualification of significance here relates to the share of Japanese 
overseas trade which took the form of processing imported materials for reexport. 
Trade of this tyjie is less dependent on the level of income than is the exchange of 
exports for imports destined directly or indirectly for home consumption. Its im- 
portance for Japan, especially in cotton textiles, is discussed in Chapters 6 and 7. 

19 “The Dynamics of Capitali.sm,” Economica, vol. vi, no. 16, March 1926, pp. 37-38. 
Professor Ijlliaii Knowles summarizes the circumstances in Britain in terms which 
might also be applied in good part to Japan a century later: “The coming of ma- 
chinery in the textiles w'as due to a growing demand at home, large markets abroad, 
n .scarcity of hands which made it nece.ssary to employ mechanical devices if those 
markets were to he filled, large accumulations of capita] which enabled men to try 
experiments, the knowledge of how to cater for markets in every part of the globe, 
freedom to take advantage of those markets and political security to enjoy the 
fruits of cnterpri.se.” The Industrial and Commercial Revolutions in Great Britain 
during the Nineteenth Century, I<ondon, 1933, pp. 28-29. 

20 Technological advances In the high-wage exporting industries of the United 
States can create problems for European competitors not unlike those created by 
Japan. Ironically, The Statist in 1949 reported that in Britain “textile men in their 



162 


TECHNOI.OG Y 


trading relations with her Asiatic neighbors and those with the 
West, offers abundant evidence that low wages do not necessarily 
mean low competitive costs, or vice versa. 

Despite the abundance of workers seeking employment in Japan, 
there has always been a shortage of labor in the grades and skills 
necessary to industrialization. This has been true especially of 
technical and organizing abilities at the higher level. As a result 
these skills have commanded a high premium over the general wage 
level. But even industrial labor of suitable grades is a matter of a 
certain general level of education, of technical experience, and of 
willingness to accept the terms and conditions of factory life. Its 
supply in Japan has never been readily elastic over short periods. 
This difficulty plagued her war mobilization and industrial ex- 
pansion as recently as World War II. Earlier, in the Meiji period, 
it was a constant drag on industrial progress. Everywhere the 
turnover of labor wus high. Rural workers, especially men, entered 
the factory only with great reluctance and in response to various 
recruiting pressures and inducements. This was one reason — the 
chief reason — why factories were established in rural areas, and 
commonly with a dormitory system which provided accommodations 
(and confinement) for young girls off the farm.*' 

Because of population growth, it is true, millions of workers 
could only improve their livelihood by replacing or supplementing 
agricultural pursuits with newer types of employment. Equally, 
however, the crowded labor market exerted a persistent drag on ad- 
vances in health and physical efficiency, in the general level of educa- 
tion, and in the acquisition of technical skills. Sheer numbers of 
job-seekers in an already densely .settled country do not necessarily 
give an expan-sive, dynamic impulse to industrialization. Far more 
significant is the capacity to acquire and apply the techniques of 
science and machinery. The same thing holds true of competitive 
ability in international markets. In an undeveloped country already 
densely populated on the land, a further growth In numbers is apt 
to retard rather than advance this end. Such was evidently the case 
in Japan. 

wilder moments have spoken of the U.S.A. as the ‘new Japan* amonf^ their com- 
petitors!” Vol. cxLix, no. 3701, February 12, 1949, p. 170. 

31 It .should be noted that most of the traditional handicraft industries of Japan 
underwent no violent contraction after 1868 forcinjt larjfe numbers of craftsmen 
to search for other employment. Nor did the introduction of capitalism brinp with 
It a revolutionary reorganisation of agrriculture driving masses of pea.sants off the 
land. However, the revi.sion of the land tax In 1873 on the hasi.s of cash payments, and 
the price Huctiiations of the period (see above, pages 98-100) did cause many small 
farmers to lose their land and to seek other means of family livelihood. See Yasuzo 
Horie, “An Outline of the Rise of Modern Capitalism,** Kyoto University Economic 
Review^ vol. xi, no. 1, July 1936, pp. 108-09. 
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Aside from these broad social effects, population increase may 
sometimes lead to improvements in economic efficiency through en- 
larging the demand for goods and services produced under condi- 
tions of increasing return. In Japan it undoubtedly broadened the 
market for many staple goods and services. Among the latter no 
doubt were some which could best be produced by industries built 
and operated in large units serving very wide markets. This was 
probably true, for example, in railway passenger service and electric 
lighting, both extensively used by the general public. The mere 
growth of numbers here .may have had an expansive effect on eco- 
nomic development through making possible more efficient techniques 
of production. 

This influence can easily be exaggerated, however. Except in 
sparsely settled countries, external and internal economies arising 
from an increasing scale of output are less likely to be found in 
simple necessities like food and clothing than in more advanced 
manufactures, especially durable goods. Throughout this period Ja- 
pan remained overpopulated in the sense that, other things being 
equal, fewer people would have meant higher per capita incomes and 
a more even distribution of wealth. If this is so, the growth of 
population probably reduced rather than increased the potential 
benefits of large-scale production of commodities and services. In 
other words, it restricted those very markets (e.g., consumers’ dura- 
ble goods) where they were potentially most important. Certainly 
no gains on this score could have offset the obvious disadvantages of 
dwarf farms, of relentless competition for industrial employment, 
and the sponge-like absorption of workers in commerce and similarly 
low-paid occupations.** 

Population and Capital. This leads to a further question as to 
the effects of population growth upon the per capita endowment 
of Japanese workers in natural resources, plant, and equipment. 
Whether Japan’s economic growth has been hastened or retarded 
by tlie increase in numbers of people hinges in good part on its 
effects upon capital formation. For the creation of new capital goods 
is important both as a dynamic factor in maintaining employment 
of existing resources at a high level, and as a condition of technical 
progress. 

From the standpoint first of Japan’s requirements for capital, the 
increase in population clearly intensified the pressure upon land, 
mineral deposits, and other natural resources incapable of .rapid 

22 **The Urger the population, the less important will the advantages of large-scale 
production become, and the more important will be the fact that there is little 
capital and land to use with each worker, so that at some point output per head 
would be reduced by a further growth of numbers.” J. E. Meade, An Introduction 
to Economic Analycia and Policy, New York, 1988, p. 285. 
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expansion. A slower rate of growth would have made it easier to 
reduce the rural population, to enlarge the average farm, and to 
raise production and income per farm family. Such industries as 
fishing and coal mining would not have needed to be carried so 
far into the stage of diminishing returns involving more and more 
investment per unit of output. A smaller share of new, man-made 
capital assets would have sufficed to supply the physical needs of the 
smaller population for food, housing, and other living necessities. 
In Britain, J. M. Keynes once estimated that as much as one half 
of the total increment in home capital from 1860 to 1913 went into 
caring for a 50% increase in population.*^® More recently, in studies 
of the economic development of “backward” areas, it has been con- 
cluded that a 1% increase in population requires savings of from 2 
to 5% of the national income merely to provide the capital necessary 
to maintain the standard of living at its existing level."* The Japa- 
nese population doubled in sixty years, growing at an average rate 
of 1.2% per annum. Had the curve flattened out more quickly, a 
larger proportion of any given stock of capital could have been 
devoted to raising production and income per head. 

Historically, however, the stock of capital assets is not “given,” 
except insofar as it consists of unalterable natural resources. Its 
size and composition depend upon a variety of factors governing 
the savings-investment process and the amount and types of real 
capital created by investment activity. The interaction of these 
factors will influence the growth of total production, and tlie pro- 
portion which takes the form of new capital assets. It is approj)riate, 
therefore, to ask how the secular growth of the Japanese population 
affected the utilization of existing resources, and to what extent it 
may itself have stimulated the formation of new capital. 

Any answers to these questions must he quite speculative. There 
arc grounds for arguing that the rapid increase in population after 
1868 stimulated the fuller utilization of Japan’s labor supply and 
other resources at the existing level of technology, l^or a high level 
of economic activity required that new investment in producing 
capital goods be maintained in sufficient amounts to balance the 
savings generated by rising incomes as the economy expanded. The 
inducement to invest depended in turn on the level of profit expecta- 
tions and the terms on which funds were available.®* With popula- 
tion expanding rapidly and moving to the cities in large numbers, 

28 “Some Economic Consequence.^ of a Declining' Population,” The Eugenica Re- 
view, vol. XXIX, no. 1, April 1937, p. 16. 

2* United Nations, Department of Economic Affairs, Measures for the Economic 
Development of Under-developed Countries, New York, 1951, p. 47. 

28 Or the value ]>laced upon leisure by the farmer or artisan who improved his 
land, buildings, and tools in his spare time. 
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investment incentives were sustained by the demand for greater 
productive capacity in transportation, food supply, housing, and 
other necessities. This raised profit opportunities and employment 
in these industries, and had a generally stimulating effect on eco- 
nomic activity. Especially was this true as subsistence needs like 
food and clothing directed investment into more or less familiar chan- 
nels. Here timorous, inexperienced entrepreneurs could find a com- 
paratively certain and predictable demand, and overestimates in 
particular industries were more easily corrected as population 
grew.^® 

It was characteristic of these decades in Japan that depressions 
tended to be short and sharp. They were followed by relatively long 
periods of upswing.^^ One stimulus may have been the growth of 
population, through its effect in creating a greater historical mar- 
ginal propensity to consume (a higher share of successive incre- 
ments of income devoted to consumption) than would otherwise have 
prevailed. This would have helped to ensure that the inducement to 
invest remained strong relative to the disposition to save, and that 
investment and savings were balanced at steadily rising levels of 
income. Paradoxically, it coufd even have made for a greater ex- 
pansion of Japan’s total capital assets than would have occurred 
had a slower rate of population increase crcalcd a higher savings 
ratio through raising per capita incomes more rapidly. 

All this is true only if dynamic growth could not have been main- 
tained equally with a population which advanced more slowly. It 
is doubtful, however, that a much slower increase in numbers would 
have invited difficulties through raising the historical propensity to 
save or weakening the incentives to investment. Given the stimuli 
arising from other circumstances of the time, independent of the 
population factor, “stagnation” could hardly have been a serious 
problem. 

A more stable population might have increased the share of in- 
come which the masses of people desired to save, through permitting 
family incomes to rise more rapidly from the subsistence level. But 
it would probably also have <>ncouraged a more even distribution of 
income throughout the population. This would have had the opposite 
effect upon the rate of savings. For a large part of Japanese savings 

2«Thi.s point regardinp^ the effects of population growth in the United States is 
made by William Kellner, who is otherwise skeptical concerning its influence on the 
consumption function. See his 'Monetary Policies and Full Employment^ Berkeley, 
1946, pp. 55-73. 

27 Overcapacity appeared rather generally in a number of industries during the 
twenties, but this was attributable to the abnormal expansion and financial malad> 
justments created by the war boom of 1914-19. It retarded only temporarily the 
continuing process of growth. See Chapters 2 and 3. 
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came from the well-to-do class, whose property incomes — ^rent, in- 
terest, and profits — were maintained at a high level, relative to wage 
rates, by the unfavorable ratio of population to land and other 
resources. (See Chapter 5.) Especially if these two factors had 
tended to counterbalance each other, a slower rate of population 
growth might actually have made little change in the share of in- 
come devoted to consumption.** New demands for investment goods 
would have arisen more rapidly in industries and services catering 
to higher consumer incomes. They would have grown more slowly 
in those providing rice, cheap cotton clothing, and other living 
necessities. Profits from the former type of investment might have 
been less predictable, and errors of judgment less easily corrected. 
But much of the new investment was of this character anyway, and 
proceeded at a rapid rate. 

In any event, other inducements to invest would have remained 
strong under the circumstances of this period even if a slower in- 
crease in population had weakened the stimulus from this quarter. 
Wide investment opportunities were created by the rapid advance 
in the industrial arts which followed upon the opening of the 
country to Western influence and trade. The new political freedom 
and legal security of the commercial classes after the Restoration 
also reduced the traditional preference for hoarding wealth in the 
form of money, land, or other existing assets. This made funds avail- 
able for industrial investment on more favorable terms. The govern- 
ment also gave active assistance through its fiscal and banking 
policies. If income per capita had risen more rapidly, and been more 
evenly distributed, this would itself have accelerated the “deepen- 
ing” of investment through more capitalistic modes of production. 
For it would have hastened the acquisition of the necessary tech- 
nological skills through advancing the general level of education and 
technical training. 

Whether, as a result of all these influences, Japan’s total stock 
of capital would have grown more or less rapidly with a slower rate 
of population growth is problematical. But clearly both her natural 
resources and man-made assets could have been devoted more largely 
to the requirements of technical progress and higher standards of 
living. They would not have been absorbed so heavily in merely 
supporting greater masses of people on the poverty line.*® 

2* It is worth notinf^ that Simon Kusnets’ figures for national product, con- 
sumer outlay, and capital formation in the United States from 1RR0 to 1930 fail 
to support the notion that population growth raises significantly the ratio of ag- 
gregate consumption to Income. National Product tincB 1869, New York, 1946, 
pp. 106, 119. 

20 The nature of real capital in Japan and the factors affecting its accumulation 
are discussed more fully in Chapter 6. 



TECHNOLOGY 


167 


To return to the starting point of this discussion, it is doubtful 
that Japan’s rise as an industrial power, or her whole process of 
economic development, can be regarded as having been stimulated or 
advanced by rapid population growth in any significant fashion. 
Whether viewed from the standpoint of markets, of technology, or 
of capital accumulation, it appears to have been a decided deterrent 
to economic progress — certainly in per capita terms. The per- 
sistence of a high birth rate despite the steady decline in mortality 
increased the dependent child population just when the Japanese 
economy could ill afford the burden. It imposed a heavy drag on 
improvements in the skills and equipment of the labor force. It 
hastened the exhaustion of natural resources at home, and required 
huge industrial exports abroad merely to feed and clothe greater 
numbers. Probably it failed even to benefit the long-run interests of 
the propertied class; certainly it robbed the people as a whole of 
much of the potential gain from economic progress in terms of ma- 
terial well-being and personal freedom. 

One finds difficulty, indeed, in discovering any social value, other 
than that of military manpower, which was served by the excessive 
growtli of population in prewar Japan. It is even arguable that the 
country’s total national income and wealth would have risen more 
rapidly had population been held down more nearly to the optimum 
size. This point is indeterminate, and unimportant except perhaps 
in terms of national prestige and power. In any event, Japan’s ex- 
perience casts doubt on any idea that population increase is an 
expansive stimulant to economic development in a country already 
densely settled in relation to its natural resources. Other factors 
clearly preponderated in bringing about the growth of Japan’s 
productive powers, and despite her swarming numbers rather than 
because of them. 

Productivity, Markets, Technical Progress 

The foregoing paragraplis emphasize again the distinction which 
must be drawn between two different measures of economic advance. 
One is the size and growth of total national income and wealth. The 
other is the ratio of the national aggregate to the number of pro- 
ducers and consumers, i.e., the per capita level. 

Aggregate size may often be more important for purposes of 
national security. It may also count heavily in international bar- 
gaining where sheer weight is a factor. Aside from considerations 
of national power, however, economic progress in welfare terms 
depends in the main on the level of per capita production, together 
with tlie way in which income, wealth, and leisure are distributed 
among the people. In fact, even military security in modern times is 
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a function of output per worker in no small degree. Recent liistory 
is full of examples of nations with large populations, and therefore 
vast totals of income and wealth, which have been at the mercy of 
smaller countries more heavily industrialized and able accordingly 
to mobilize a larger percentage of manpower and resources of the 
kind necessary to wage war. One need look no further than Japan 
herself, first in her invasion of China, and second in her ultimate 
defeat at the hands of the Allies.*® 

Secular Rise in Productivity, The scale of aggregate growth in 
tlic Japanese economy over half a century was portrayed in Cliaptcr 
d. The more significant point as to the advance in productivity is 
less readily established, owing to the lack of reliable data on the 
labor force. Plainly, however, the bulk of the secular growth in 
national income is not attributable to an increase merely in the 
working po})ulation. It resulted also from a sustained rise in the 
unit efficiency of labor. 

Yamada’s estimates of total national product (Table 12) suggest 
at least a 50% over-all advance in output per gainfully occupied 
person from 1885 to 1910. During the next twenty-five years tlie 
figure increases still more rapidly- -over 100%. I'lirough the fifty- 
year period 1885-19115 it grows from 1J2 yen to yen of net 
product per worker (at 1928-t32 prices). The average geometric 
rate of increase is 2.0% a year. 

These estimates of output per head are of dubious accuracy, for 
reasons already given. Yet they at least show the direction of change 
in the Japanese economy as a whole, and something of its order of 
magnitude. Whether actual hours of work also declined through the 
period, bringing added gains in leisure, is difficult to judge. They 
were shortened in factories, mines, and large-scale transport. How- 
ever, peasant families may well have found fuller year-round em- 
ployment through the spread of subsidiary occupations. In any 
case, our only measure of total work input is a crude annual esti- 
mate of the working population, some occupied full-time, others 
part-time, and a few actually idle. 

Despite these obscurities, it is of interest to measure the “pro- 
ductivity increment” indicated by Yamada’s figures. As defined by 
Frederick C. Mills,** this is the margin of total output added by 

30 The fallacy that Asia’s iuimcnse populations, because of their prospective growth, 
constitute in Ihemsclves a potential military menace to the West runs through 
Warren S Thorn})son’s <ithcrwisc valuable Population and Pence in the Pacific^ 
Ch'cago, 1916. It seems more probable that China’s and India’s military potential 
will be weakened by population growth, not .strengthened, compared to what it 
otherwi.se would be. 

81 “The Role of Productivity in Economic Growth,” American Economic Review^ 
vol. XLii, no. 2, May 1952, p. 546. 
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technological advance from one period to another. For any period 
it is the increment in aggregate product over and above what the 
work input of the period would have produced had its productivity 
per unit remained unchanged from the earlier period. If we assume 
that the Japanese work input is measured crudely by the Hijikata- 
census estimates of the occupied population, Yamada’s national 
product figures®* yield the following calculation of the productivity 
increment from decade to decade in annual averages (values at 
1928-32 prices) : 



TOTAL NET 

GAINFULLY 

PRODUCT 

INCREMENT IN TOTAL 

PRODUCT ATTRIBUTABLE TO : 

Increase in Increase in 

Working per Capita 


PRODUCT 

OCCUPIED 

PER 

Force^ 

Product^ 

ANNUAL 

(millions 

POPULATION 

CAPITA 

(millions 

(Tpillions 

AVERAGE 

OF yen) 

(thousands) 

(yen) 

of yen) 

of yen) 


1888-97 

3,821 

23,637 

162 

— 

— 

1898-1907 

4,645 

25,749 

180 

342 

482 

1908-17 

5,968 

27 , 070 " 

220 

239 

1,084 

1918-27 

9,166 

27,851 

329 

172 ** 

3 , 026 ® 

1928-37 

13,428 

30,510 

440 

875 

3,387 


■ For each decade, the increase in the number of gainfully occupied multiplieu by product 
per capita in the preceding decade. 

b For each decade, the increase in per capita product multiplied by the total number of 
gainfully occupied. 

c A discrepancy between the Hijikata and census labor force figures, pre- and post-1919, 
leads almost certainly to an underestimate of the relative growth in the working population 
from 1908-17 to 1918-27. This exaggerates the apparent productivity increme*it, even for this 
decade of rapid technological progress. 


In each successive decade a part of the gain in national output is 
attributable to the growth of the working population alone, in the 
sense that output could have increased modestly even if the unit 
efficiency of labor had not improved at all. Increasingly, however, 
it is productivity advances resulting from technical and other 
changes which account for most of the actual increment in the total 
production of goods and services. Over the forty years, if we add 
tlic average annual increments from decade to decade, as given by 
the Yamada estimates, more than 80% of the total gain is associated 
with increases in unit efficiency. Less than 20% is attributable to 
increases in the working population. Actually this distinction is 
somewhat unreal. Changes in productivity and in labor input are 
not independent of each other, as Professor Mills points out in the 

B 2 Nihon Kokumin Shotoku Suikei Shiryo, cited, p. 130. 
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case of the United States. Yet one finds here added confirmation of 
the basic importance in Japan’s economic growth of accumulating 
capital resources, science and education, power machinery, improved 
business organization, and all the other factors which steadily ad- 
vanced the productivity ratio. This is true even if the 80/20 ratio 
is heavily discounted, as resting on very problematical statistical 
estimates. 

Even in agriculture, physical output of food and raw materials at 
least doubled from 1885 to 1935. The production index of Table 3 
actually triples, though reasons were given in Chapter 3 to doubt 
its accuracy. Yamada’s net product total also advances from 920 
million to 2,445 million yen, at 1928-32 prices, even after the de- 
duction of fertilizer and other relevant expenses from gross values.*® 
Meanwhile, as stated in Chapter 3, the cultivated area grew no more 
than 25% or so; the number of farm workers probably increased 
still less, if at all; and the actual labor input may even have de- 
clined. The data are so uncertain as to discourage any measure- 
ments of increasing output per worker, but there can be little doubt 
that it was substantial.®* 

Most of the efficiency gain in Japanese farming was achieved 
through rather simple scientific improvements, better irrigation, 
and more fertilizer. Almost no mechanization took place (see below, 
pages 193-98), and the average farm increased only slightly in size. 
In the production of silk cocoons, the most important subsidiary 
occupation of the Japanese peasant, the spread of double cropping 
and improved breeding methods brought a 100% increase in output 
per scricultural family from 1905 to 1926. In the fishing industry, 
where fairly complete figures are available only after 1923, the 
next fifteen years witnessed a 66% gain in the tonnage of the catch, 
despite a slight reduction in the number of people and fishing vessels 
employed. Here, in contrast to sericulture, increased efficiency was 
associated with the rise of big concerns engaged in exploiting deep- 
sea fisheries through large-scale, capitalistic operations.®® 

9»ibid., p. 130. Yamada’s figx:res probably exaggerate the rate of growth in agri- 
culture, mainly because of the underreporting of farm output in the early years. 
Also, he derives net from gross value of output with coefficients which rest on very 
slender information for the early period. Deductible expenses are figured at 18% 
of gross output in 1883-87, and 80% during 1933-37 (pp. 28-29). 

3* Hijikata puts the total Japanese labor force at 21.5 million ])eople in 188.5, 
of whom 16.8 million were in agriculture, ibid., p. 1.52- In the 1930 census there were 
29.6 million gainfully employed, of whom H.1 million gave agriculture as their 
chief occupation. Imperial Cabinet, Bureau of Statistics, Shown Oo-nen Kokuaei 
Chbsa Ilokoku^ vol. 2, Tokyo, 19.85, p. 240. More accurate data show the number of 
farm households increasing slowly after 1900: from 5.4 million in 1903 to 6.6 million 
in 1930. JMeiji Taishb Kokuaei Soran^ cited, p. 507; Nippon Taikokv Tokfi Nenknn, 
cited, no. 66, p. 3. 

Supreme Commander for the Allied Powers, GHQ, Natural Resources Section, 
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In manutacturing the productivity of Japanese labor advanced 
much more rapidly than in agriculture. Certain statistics highlight- 
ing this advance were summarized in Chapter 3. If one may gen- 
eralize concerning the whole range of factory industries (plants of 
five or more operatives) it appears that output per man-year in- 
creased after 1910 at an average rate which served to double it 
in twenty to twenty-five years. The production and employment 
indices given on page 122 actually show a rise in physical output 
per factory worker from 100 in 1910-14 to 263 in 1935-38. In 
the earlier years there may have been some underreporting of fac- 
tory output ; but its influence on the index tends to be offset by the 
fact that the index also includes some of the production of small 
workshops, which generally grew less rapidly than factory pro- 
duction. Moreover, no account is taken of qualitative improvement in 
products. 

A similar rate of gain in gross product per capita is suggested 
by more inclusive census figures on the labor force in all manu- 
facturing, including workshop industry. From 1920 to 1940 the 
number of people who gave manufacturing (excluding construction) 
as their principal occupation ihcreased from 4.3 million to 7.6 
million.^*’ Meanwhile manufacturing output rose some 200%, as 
measured by the summary index of Table 8. Ea'^'lier I have ques- 
tioned the accuracy and meaning of this production index; and it 
should further be recalled that the census figures include some per- 
sons employed only part-time, and others not at all at the time of 
the inquiry. Nevertheless, one finds here some additional support' 
for the conclusion that the average tendency in Japanese manu- 
facturing was for gross output per worker to double during the 
interwar period. As a matter of fact, Yamada’s calculation of net 
value of product per manufacturing worker, at 1928-32 prices, rises 
from 444 yen in 1918-22 to 944 yen in 1938-42.®^ 

Particularly in factory industry one would expect to find marked 
gains in labor efficiency from improvements known to have taken 
place in industrial equipment and techniques. One outstanding as- 
pect was the increasing use of inanimate energy to mechanize pro- 
duction processes. The statistics of factory motive capacity were 
cited in Chapter 3 as a rough indicator of the substitution of me- 
chanical for human energy. Table 10 shows an increase in prime 

Report No. 96, Japanese Fieheriee Production, 1908-46, Tokyo, 1947, pp. 8, 80-81. 
While the total number of fishing vessels declined from 866,000 in 1923 to 856,000 
in 1938, the number equipped with engines rose from 9,068 to 68,166. Powered 
vessels over 60 tons increased from 184 to 927. Prime Minister’s Office, Statistics 
Bureau, Japan Statistical Yearbook, 1949, Tokyo, 1949, pp. 244-46. 

Japan Statistical Yearbook, 1949, cited, tables 37, 88. 

37 op.cit., p. 180. 
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movers installed in Japanese factories (public and private, exclud- 
ing the gas and electric industries) from 537,000 li.p. in 1914* to 
1,4*61,000 in 1937. Installed electric motors jumped from 279,000 
to 6,290,000 h.p. Meanwhile the number of workers in factories, 
similarly dehned, grew only from 1,182,000 to 3,365,000. All told, 
the amount of power machinery per worker installed in factory in- 
dustry probably doubled. Adding in the electric power used for 
purposes other than driving machinery brings the total gain in utili- 
zation of mechanical power to 150% or more per worker. 

In small workshops the unit efficiency of labor increased more 
slowly than in factory industry. Yet here too there were significant 
advances — especially better overhead arrangements for marketing 
and hnarice. One also finds evidence in many specific trades of 
improvements in the arrangement and equipment of production 
processes. Often these took the form of greater subdivision and spe- 
cialization of operations, both between workers and between estab- 
lishments, making it more economical to introduce simple improve- 
ments in tools and machinery. It is well known that tlic increasing 
availability of electric power to the small Japanese industrialist 
encouraged the mechanization of operations like weaving, even in 
quite small plants, and increased their competitive efficiency. 

Naturally there were wide variations in technological progress 
from one industry to another, and from year to year. To examine 
them in detail is hardly necessary here. One case in particular may 
be mentioned, however, because of its world-wide consequences. Cot- 
ton spinning, once it was well established in Japan as a factory in- 
dustry, showed comparatively little gain in labor efficiency in most 
of its processes from 1913 to 1926. Beginning about this time, how- 
ever, narrowing profit margins put severe pressure on management 
to cut costs and improve production methods. An additional incen- 
tive and opportunity to increase labor efficiency came with tlic 
shortening of spindle hours whicli followed the abolition of niglit 
work for women and children after 1929. Between 1926 and 1931 
the production of cotton yarn held to a level of about 2.6 million 
bales. Meanwhile, the number of spinning mill operatives dropped 
from 183,000 to 122,000, even though finer yarns were being pro- 
duced and hours of work were cut from 9.8 to 8.5 per day. Labor- 
saving economies in the large weaving plants attached to spinning 
mills were even greater, thanks to the introduction of the automatic 
loom. Here physical output per worker doubled from 1926 to 1931.*® 

8»Teljiro Uyeda and Toki.jiro Minoguchi, Small-Scale IndustrieB of Japan: The 
Cotton Industry, Tokyo, 1936, p. 22fF. See also International Labour Office, The 
World Textile Industry, Economic and Social Problems, Geneva, 1987, vol. i, chaps. 
6, 12, 13. 
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Japan’s spectacular invasion of world cotton goods markets after 
1931 owed a good deal to other factors of business rationalization, 
exchange depreciation, and falling wages. If we compare 1934 with 
1914, however, the significant new element in her competitive posi- 
tion was the technical progress of her cotton industry rather than 
low wages or exchange manipulation. 

The Japanese mining industry probably fell into an intermediate 
position between agriculture and manufacturing as regards ad- 
vances in labor efficiency. It was developed on a capitalistic basis, 
and increasingly so. But the law of diminishing returns imposed 
progressive limits as output increased. Yamada’s estimate of net 
value of output per worker, at 1928-32 prices, advances only from 
534 yen in 1898-1902 to 1,070 yen in 1933-37.” 

In coal mines, to cite the principal branch of mining, physical 
output per man-day rose from 0.38 ton in 1897-99 to 0.57 ton in 
1925-29. It then jumped to 0.761 ton in the next five years. This is 
a doubling in thirty-five years, as shown in the following table:” 



Total Coal 
Production 

(thousands of metric tons) 

Man-Days of 
Mining Labor 
(thousands) 

Coal Output 
per Man-Day 
(metric tons) 

1897-99 

6,255 

16,448 

0.381 

1900-1904 

9,434 

20,263 

0.465 

1910-14 

19,313 

38,592 

0.500 

1.920-24 

28,445 

64,953 

0.438 

1925-29 

32,906 

57,905 

0.568 

1930-.'14 

31,173 

40,987 

0.761 


It is characteristic of the industrial history of this period that 
Japanese coal was not only mined more efficiently; it was also em- 
ployed with increasing effectivenc.ss as fuel. In 1914, 2.11 metric 
tons of coal were required to produce 1,000 kw. of thermal electric 
power; in 1932, only 0.7 ton. Locomotive consumption of coal on 
Japanese railways was reduced from 70.8 kg. per 100 ton-km. of 
traction in 1914 to 40.1 kg. in 1922. The steel industry in its early 
days required 3.5 tons of coal to produce a ton of steel. By the 
thirties the requirement had been cut to less than 2 tons.*^ 

In contrast to coal mining, most of the service trades in Japan do 
not lend themselves readily to productivity measurements. No ac- 

39 op.nY., p. 180. 

*9 StatistioR of the Mininpr Bureau, as reported In the Financial and Economic 
Annual of Jn^pan^ cited, passim. 

<1 Estimates of K. Furuta, quoted in International Labour Office, The World Coal- 
Mining Industry^ Geneva, 1988, vol. n, pp. 99-100. 
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curate data on labor input exist over any long period of time. Nor 
is the output of nonmaterial services easily recorded and compared 
from one year to another. Who can measure the “output” of a 
cabinet minister or a trained nurse? At one extreme were the myriads 
of Japanese men, women, and children who eked out a living as shop- 
keepers, peddlers, cart-pullers, boatmen, domestic servants, etc. Here 
equipment and skills remained comparatively simple, or at any rate 
traditional. No radical changes occurred either in the scale of or- 
ganization or in techniques. At the other extreme were the few serv- 
ice industries like large-scale shipping, railway transport, and elec- 
trical communications which were organized from the beginning in 
a highly capitalistic fashion. 

Wherever the Industrial Revolution has arrived, long-distance 
transport is one of the most spectacular cases of saving labor on a 
massive scale. The transformation it wrought in Japan is char- 
acterized in Chapter 3, and in Chapter 9 we return again to its 
effects. Even the ricksha, the cart, and the bicycle multiply the 
muscles of man severalfold. Still more significant for Japan was the 
replacement of sailing junks of 10 to 50 tons with steam vessels of 
600 tons or more. Short of the airplane, however, the railway is “the 
most revolutionary instrument in history.” Elsewhere (pages 478- 
79) it is questioned whether the total amount of labor devoted to 
transporting goods and people in Japan increased at all over fifty 
years, despite the tremendous growth in freight and passenger move- 
ment. To illustrate the point, it is remarked that an able-bodied man 
armed with nothing more than a pole can carry 100 lbs. 20 miles a 
day, or 320 ton-miles a year, at best. By comparison, the Japanese 
State Railways handled 33,000 ton-miles of freight per employee in 
1930, beside 61,000 passenger-miles of traffic. To reckon in the labor 
expended in producing the railways and their fuel w^ould not radi- 
cally reduce the contrast. 

Much of this gain in transport efficiency, measured in liuman 
effort, naturally occurred in the initial shift to steam and steel dur- 
ing the Meiji years. Further improvements continued through sub- 
sequent decades, however. From 1914 to 1934, for example, if freight 
and passenger traffic are combined with weights based on gross re- 
ceipts in 1920-24, traffic per employee on the Imperial Railways 
rises 70%. Better transportation in turn brought productivity gains 
in all other branches of the economy. For it provided efficient means 
for concentrating and distributing goods and people at points where 
they could best be utilized. 

These evidences of rising labor efficiency are selective, of course. 
Even if pursued a good deal further, one would hesitate to affirm 
any definite conclusions regarding the over-all change which occurred 
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during the first half century of Japan’s economic modernization. 
They do lend some credence, however, to the general impression 
which emerges from the rough calculations of national product and 
labor force given earlier. So far as it is possible to measure and sum 
up the diversified and shifting output of the Japanese economy over 
the fifty or sixty years before World War II, the record suggests 
something like a 200 to 250% increase in the annual net-value prod- 
uct per worker. The average rate of gain, in other words, lay in 
between the slower advance in agriculture and the nonmecha- 
nized services and the faster one in large-scale manufacturing and 
transport. 

With all the uncertainties of this statistical conclusion, Japan’s 
technical achievement throughout large areas of her economic life 
is impressive by any standard. And it was fundamental to her 
emergence as one of the world’s great trading nations in the later 
decades. While the volume of a country’s international trade is de- 
termined by a number of factors, none is more decisive than the 
general level of productivity in its economy. Another determinant is 
the degree to w'hich its complement of resources encourages speciali- 
zation in world markets. In this regard, too, Japan’s deficiency in 
natural wealth fostered the growth of international dependence. A 
lack of certain natural resources, how^ever, will not itself induce a 
large volume of trade ; quite the contrary. If we have been at pains to 
examine the rise of production and labor efficiency in Japan it is 
partly to establish this basic point. Commercial expansion over- 
seas w as paralleled by a rapid growth of productive powers through- 
out the Japanese economy. The two developments stood in a close 
and mutually dependent relationship to each other. 

A second observation is equally pertinent. Despite rapid progress, 
the Japanese economy as a wliole remained exceedingly backward 
in organization and production technique, judged by modern stand- 
ards. All comparisons between Japan and the West with respect to 
per capita productivity were still heavily to the disadvantage of the 
former.^” In every sphere the more productive use of manpower was 
held back by its very abundance, and by the shortage of capital and 
advanced mechanical and orgfinizing skills. Even rather simple im- 
provements which w'ould greatly have increased labor efficiency 
were still uneconomical. Hence the paradox that labor seemed to the 
Westerner to be so heavily underemployed, yet such “wastefulness” 

♦-The technical backwardness and weakness of the Ja]>anese economy in the 
thirties were graphically set forth by Freda Utley in Japan’s Feet of Clay, New 
York, 1937. Plowever, Miss Utley’s indignation over the injustices and inequalities 
of Ja]>ane.se society led her to neglect rather unsympathetically the progress of 
preceding decades, as well as grossly to underestimate Japan’s war potential in the 
years immediately ahead. 
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was necessary in the sense that a reduction in manpower without cor- 
responding advances in technique would force a decline in pro- 
duction/® 

Labor Efficiency in Japan and the West. The disparity in labor 
productivity between Japan and the more advanced, industrial na- 
tions was perhaps greatest in farming. Here efforts to raise the 
efficiency of labor encountered the most severe resistance from the 
pressure of population on the land, the scarcity of capital, and the 
other social and technical characteristics of small-scale, peasant 
agriculture.^^ 

Productivity was also conspicuously low among millions of work- 
ers in commerce and the other small-scale services, most of them 
grossly wasteful of manpow'cr if judged by Western standards. Low 
productivity was even characteristic of coal mining, despite the 
progress cited above. Here physical output per man-hour in 1925- 
29 was only one ninth as great as in the United States, with its 
richer coal deposits, its advanced mechanization, and its better work- 
ing conditions.^® And it was evident in the more efficient branches of 
large-scale factory industry. For example, the large spinning-weav- 

Even — or especially — in the “overpopulated” field of af^riculture. This con- 
tradicts the notion that Far Eastern countries have a limitless reserve of farm 
labor which might be taken off the farm and put to work in factories without 
substantial changes in agricultural technique, or a fall in agricultural production. 

In Japan this was strikingly evidenced during World War ii. Conscription and 
industrial demands reduced the agricultural labor force by 874,000 iti the year 
1944/45. The U.S. Strategic Bombing Survey reports as follows: “The decline in 
Japanese agricultural production between 1941 and 1945 was considerably influenced 
by a shortage of able-bodied farm labor. This manpower shortage contributed to 
the reduction of land under cultivation . . . and resulted in the use of less eflicient 
farm labor, mainly women and older members of the farming households. . . . 
Agriculture, the lea.st mechanized field of Japan's economy, was least able to afford 
a loss of manpower.” The Japanese Warthne Standard of Living and Utilhation of 
Manpower, Washington, 1947, pp. 9-10. 

** Colin Clark gives the following comparison of males employed in agriculture 
per 1,000 hectares of arable and pasture land around 1930: Argentina, 7; the United 
States, 25; Holland, 235; Japan, 808. The Conditions of Economic Progress, London, 
1940, p. 246. Clark presents many ingenious coin})arisoris of productivity in primary, 
secondary, and tertiary industries among a number of countries. Those relating to 
Japan contain such a high margin of error, however, that it has seemed better here 
to rely on more accurate if more limited illustrations. 

*sThe soft coal miner in the United States averaged 4.2 metric tons per day in 
1926-29, as compared with the ().67-ton output of the Japanese miner given above. 
U.S. Department of the Interior, Minerals Yearbook (1936), Washington, 1936, 
p. 663. Moreover, he worked only a little over eight hours a day, w'hile Japanese 
miners put in nine and a half hours, including overtime. (The only data on actual 
hours in Japan during this period are for October 1927, as reported in the Census 
of Labor.) The latter received wages only a little above subsistence, they suffered 
from accident and sickness rates which were excessively high, and their living 
and working conditions were among the worst in Japan. Yet the ]>rice of coal 
in Japan was twice what it was in the United States. For other international com- 
parisons in this industry, see The World Coal-Mining Industry, cited above. 
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ing mills of the cotton industry still employed at least twice as many 
workers as an American mill producing the same output in the early 
thirties.^® Yet compared to most Japanese industries these cotton 
mills were now extensively equipped with modern, automatic ma- 
chinery. As noted above, they had doubled their output per worker 
from 1926 to 1931. Here the gap was narrower perhaps than in any 
other industry. Its rapid reduction, w’ithout a corresponding rise 
in relative wage rates, was a principal factor in Japan’s inroads on 
world textile markets during these years. 

The best way to place Japanese industry as a whole in its proper 
perspective at this time is to compare Japan and other leading in- 
dustrial nations with respect to net product in factory industry 
(i.e., “value added by manufacture,” after the costs of raw materials, 
fuel, and power arc deducted from gross value of product) . This is 
attempted in Table 13, with the aid of census data assembled by 
L. Rostas on the United Kingdom, Germany, and the United States. 
In a rough fashion the output of each country is revalued at British 
prices so as to afford a more or less common basis for comparison. 

Tlie results are interesting. Allowing for the fact that the esti- 
mates are for different 3^cars,^^ and that the conversion to British, 
prices is crude, we find that the total net output of factory industry 
in Japan was probably less than one quarter ot that in Britain or 
Germany. It was less than one twelfth of the output of American 
manufacturing. Japan was still far from the front rank of industrial 
powers, as her subsequent war experience was to show. 

In part this was simply due to the fact that the whole industrial 
establishment was smaller. Britain and Germany had more than 
twice as many factory workers. The United States had three to four 
times as many. A comparison of total manufacturing production 
rather than factory production would be more favorable to Japan 

*8 The Fuji Gas Spinning Company made a study of ring-spinning of cotton 
yarns up to 40 count in several countries during 1032. It found Japanese mills em- 
ploying 6.1 workers per 1,000 spindles, as compared with a figure of 3.4 In the 
United States and 4.0 in the United Kingdom. International Labour Office, 7'Aa 
World Textile Industry, Geneva, 1937, vol, 1, pp. 207-10. 

In spinning finer yarns and in weaving, .Tapane.se labor efficiency was relatively 
lower. However, if the above figures are correct, they reveal a relative gain in ef- 
ficiency as a result of the belated abolition of night work for women and children 
and greater mechani7.alion in the years immediately preceding. A decade earlier 
the it.S. Tariff Commission had found Japanese spinning-weaving mills employing 
3 6 times as much labor as comparable American mills. The Japanese Cotton In- 
dustry and Trade, Washington, 1921, pp. 100-103. In the middle twenties J. F.. 
Orchard estimated the Japanese labor requirement in spinning at more than three 
times the requirement in the United States, and in the case of weaving at seven 
times. Japan’s Economic Position, New York, 1930, pp. 367-75. 

47 Japanese industrial production rose 10% from 1934 to 1935. Toyo Keizui Shimpo- 
sha, Keizai Nenkan (1940), Tokyo, 1940, p. 2. 
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Table 13. Net Value of Production, Employment, and Net Product 
per Worker in the Factory Industry of Japan, the United Kingdom, 
Germany, and the United States, 



Total Net Product 
of Factory 
Industry 
[millions of 
pounds sterling) 

Number of 
Factory 
Workers 
{millions) 

Net Product 
per Factory 
Worker 

( pounds sterling) 

Japan (1934) 

235-285 

2.3 

105 125 

United Kingdom (1935) 

1,182 

4.5 

263 

Germany (1936) 

1,505 

5.1 

295 

United States (1935) 

3,786 

7.2 

526 

United States (1937) 

5,096 

8.6 

593 


a Data lor the L'nilcil K.iiigduiii (excluding Noiiliern Inland), (Jerinany, and the l ulled 
States are from censuses of production as compiled by L. Itostas and converted to pound 
sterling values at british ]»rices. ^'Industrial Production, I’roductivity and Distribution in 
Britain, Germany and tlic U ruled Stales,” Economic Journal, vol. i.iu, no. 209, April 1943, 
pp. 39-43. Industrial jiroduetion of all types is included, cxcepL ior mining, construction, and 
public utilities. In the United Kingdom all firms employing ten or more workers are enumer- 
ated, in Germany all firms ernploMiig five or more, in the United States all plants whose 
product was valued at $.'5,000 or more. Costs «)f raw materials, lucl, ])o\ver, etc, are deducted 
from gross output to arrive at net product. 

The Japanese data conform approxiniulely lo the same definition of manufacturing. “Fac- 
tories” comprise all plants equipped to einjdoy five or more operatives, including government- 
owned plants but excluding gas and electricity production. The number of wiirker.s is the 
1934 year-end total of factory operatives and “other” workers (Ministry of Commerce and 
Industry, Kojo TOkeihyo [193()J, jip. 12-13) adjusted to an average for the year by the 
employment index of the Bank of Japan. 

Net product in Japanese factory industry as defined above is calculated as follows: (1) 
For private factories, it is derived from gross product by deducting (a) raw material, fuel, 
and power expenses as given by Yasuji Koide in “Hompo Sangyb Kdrd no Hendd ni Kansuru 
Shiryo,” Nagoya Keizai Tukei Oeppo, vol. vm, no. 9, Detober 1936’, p. 59; and (b) other ex- 
penses reckoned at 2.6% of gross product on the basis of 1930 data from the Cabinet Bureau 
of Statistics' national income study. This gi^cs a net value product of 2,r)77 million yen for 
private factories employing 2,130,000 workers. (2) The net product estimate for government- 
owned plants is that of the U.S. Department of State {Nntimiaf Inrontp of Japan, Washing- 
ton, 1946, p. 46), which is cxtrai)olatcd in turn from the figure fur 1930 given by the Cabinet 
Bureau of Statistics. (3) The resulting lot.il, 2,S36 million yen, is n v.ilucd at British prices 
by applying yen /sterling price ratios tabulated by Colin Clark {The Conditions of Economic 
Progress, London, 1940, p. 122) for various industrial goods to the net value products of the 
major Japanese industries. This conversion rate, 10 to 12 yen per pound should be recom 
puted with more adecpiate data for an accurate inea«;ure. However, it is closer to the truth 
than the official exchange rate of 17 yen per pound in 1931, and will serve our ])urpose here. 

in this respect, for it would take into account the lar^c output of 
plants of less than five operatives. In the Western countries these 
were of minor significance. In Japan their net product in 1034 is 
estimated at 1,136 million yen, or 42% of factory ()ut])ut.''** Even if 
wc add them in, however, manufacturing production in the United 
States was still probably ten times as |Trcat. 

♦8 U.S. Department of State, National Income of Japan, Washington, 19W, p. 48. 
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The Japanese total also reflects a lower level of output per wage 
earner. Net product per worker in England and Germany was at 
least twice what it was in Japan, even in factory industry. In the 
United States it was four or five times as great. (Table 13.) 

If allowance were made for the longer hours worked in Japan, 
the superiority of the West in labor efficiency would appear even 
greater. Factory workers averaged 61.8 hours of actual work per 
week in Japan during 1934; in the United States they worked only 
38.6 hours in 1937.*" And the gap would be widened still further if 
one took account of workshop industry in Japan, where productivity 
was typically even lower. Workshop and factory industry together 
employed about as many workers in Japan as in Britain and Ger- 
many, but total manufacturing output was much smaller. 

This disparity in the effectiveness of labor, even in factory trades, 
calls for some further explanation. Many factors enter into the 
difference: the efficiency of large-scale business organization, the 
level of mechanical skills and aptitudes, the structure of demand, etc. 
But the fundamental disadvantage of the Japanese worker, which 
underlay most other differences as well, was the relative scarcity of 
capital. Japanese wage rates were relatively low, of course; capital 
costs high. Since most products can be turned out with varying com- 
binations of labor and equipment, it paid Japanese manufacturers 
to economize capital at the expense of labor. Relative to their West- 
ern competitors they employed many more w'orkers and ran their 
machinery longer hours to produce goods comparable in amount 
and quality. Inevitably this meant a low level of output per worker 
in factory industry, and a still lower one in the small-scale workshop 
trades. 

Actually to measure this comparative disadvantage of the Japa- 
nese worker in capital equipment is difficult to do, except in par- 
ticular industrial operations. Comparisons applying to industry as 
a whole are complicated by the lack of a quantitative unit with 
which to measure industrial capital in different forms and in different 
countries. One significant indicator already discussed in Chapter 3, 
however, is the amount of motive power used to operate machinery. 
For any country this can be expressed in standard units — ^liorse- 
power or kilowatts. A large share of the capital assets of manufac- 
turing industry consist cither of power machinery itself, or of build- 
ings and other equipment necessitated by the use of mechanical 

<»Thc U..S. figure is from U.S. Department of Commerce, Statifticnl Abstract of 
thfi United 70 p- 36^- Japanese hours are estimated from comprehensive 

data from the 1933 Census of. Labour, adjusted to 1934 by the Cabinet Bureau of 
Statistics re])orts on larpc factories. See International Labour Review, vol. xxxix, 
no. 4, April 1939, pp. 496ff. 
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energy in manufacturing processes. The amount of such machinery 
and equipment is the most important determinant of per capita 
output. 

In Japan, as detailed in Chapter 3, rapid advances took place in 
the mechanization of factory production after 1914. Some of the 
power was furnished by prime movers like steam turbines and en- 
gines used to drive machinery directly. The bulk of it, however, 
came to consist of electricity supplied by Japan’s growing capacity 
to generate electric power, both hydro and thermal. While no very 
accurate estimate can be made, it appears that the power machinery 
installed in Japanese factories (excluding gas and electricity under- 
takings) had increased to about 1.7 h.p. per worker in 1936. Similar 
data for a number of countries are given for about the same time 
in a study prepared by the United Nations Economic Commission 
for Europe. Horsepower per employed worker in factory industry 
was roughly as follows in five countries which may be selected for 
comparison with J apan 



Horseporver 
per Worker 


Horsepower 
per Worker 

United States (1939) 

4.8 

Japan {1936) 

1,7 

United Kingdom (1930) 

2.4 

Italy (average 1937-40) 

2.1 

Germany (1933) 

2.4 

Czechoslovakia (1930) 

1.4 


The average factory worker in Japan might now be equipped 
with twice as much power machinery as a generation earlier, but 
he still made use of only about one third ns much as the average 
industrial w^orker in the United States before the war. By compari- 
son witli workers in Britain and Germany, too, he was still at a 
marked disadvantage. Moreover, the.«!& comparisons of horsepow^er, 

60 Data for all countries except Japan arc from “Motive Power in European In- 
dustry,” Economic Bulletin for Europe^ vol. 3, no. 1, first quarter, October 1951, 
pp. 24-40. As in the case of Japan they relate to all manufacturing industries except 
the construction, water, gaj,, and eiectricity industries. Tlic .Japanese figure is esti- 
mated motive capacity in all government and private factories equipped to employ 
five or more operatives, divided by the total number of wage and salaried workers 
(2,981,000). Minor differences in census coverage of the other countries probably 
do not materially affect the comparison. 

The EC£ employed various methods for estimating industrial motive piiwer in 
different countries. For Japan I have followed the method used for the United 
States: the capacity of prime m«>vcrs in.stalled in manufacturing establishments is 
added to the capacity of electric motors driven with electricity furnished from 
outside. The nature of the calculation, including its various assumptions and 
ambiguities. Is explained above, pages 123-25. The total for all factories consisted of 
1,084,000 h.p. of prime movers and 3,945,000 h.p. of electric motors (operating and 
idle). 
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even if reasonably accurate, do not take account of differences in the 
efficiency of machinery in relation to driving power. Nor do they 
measure differences in other forms of industrial capital — equipment, 
buildings, and stocks — which arc not directly associated with me- 
chanical operations. It would be surprising if the contrast between 
Japanese industry and British and American industry was not 
greater than is suggested by these figures, even though plants of 
less than five operatives are excluded. A decade earlier it certainly 
was. And, of course, a large sector of handicraft industry omitted 
here was still close to the handicraft stage. But the rapid electrifica- 
tion and mechanization of industry had undoubtedly narrowed the 
gap, in botli large and small establishments. In one decade, 1930- 
39, total energy consumption in Japan is said to have risen 70%.®^ 
Some corroboration of this international comparison is found in 
the U.S. Department of State’s Energy Resources of the Worlds 
Washington, 1949. Here the consumption of fuel and power, of all 
types and for all purposes in manufacturing and mining is compiled 
for a number of countries in 1937. When coal, fuelwood, oil, and all 
other energy sources are converted to their energy equivalent in 
kilowatt-hours of electricity, the figures are as follows:®^ 


Energy Consumption 
per Person Employed 
in Manufacturing 
and Alining, 10S7 


Energy Consumption 
per Person Employed 
in Manufacturing 
and Mining, 1937 


United States 

34,449 

Japan {19SG) 

10,077 

United Kingdom 

18,173 

Australia 

9,466 

USSR 

11,312 

Chile 

7,469 

Germany 

10,858 

Turkey 

1,837 


The work output of one man ordinarily does not exceed 150 kw-h. 
a 3"ear in energy equivalent. By contrast, a ton of coal yields 1,680 
kw-h. at 2{)% efficiency. If the above figures are correct, therefore, 
the average industrial worker in Japan by 1936 was being aided with 
inanimate energy equal to 67 man-^^ears of work, or 6 tons of coal. 
Actual coal consumption in industry was over 4 tons per worker, and 
accounted for 71% of the inanimate energy used. (Electricity pro- 
vided most of the remainder.) By comparison, the energy used per 
person in American manufacturing and mining was more than three 
times the Japanese figure. It was equivalent to 230 man-years or 20 

President’s Materials Policy Commission, Resources for Freedom, vol. iii: The 
Outlook for Energy Resources, Washington, 1962, p. 80. 

02 Page 8. Table 47 summarises the amounts of fuel and power of various t 3 rpes 
used in industry, as compiled in preceding tables. 



182 


TECH NOIiOGY 


tons of coal in 1937. Again the estimate for Japan may seem sur- 
prisingly high; yet it rests on an employment figure as high as 5.9 
million persons. Mining and factory industry actually employed 
only 3.4 million in 1936, so that a large allowance is made here for 
persons in workshop industry, many of them using little or no power 
equipment, and many employed only part-time. 

At best these comparisons of motive power and energy consump- 
tion are only suggestive of the range of difference between Japan 
and the other countries. They tend to support the early comparison 
of net output per factory worker, nevertheless, just as they testify 
to its primary cause. A large sector of Japanese industry had be- 
come mechanized by this time beyond any resemblance to the silk 
weaver’s shed, the hand forge, or the wooden-boat yard. Teclino- 
logically it had left still further behind the w^orld in which peasant 
agriculture still remained, where human muscle was the principal 
source of power. Yet a significant gap still separated the tyjhcal 
manufacturing process in Japan from the even more capitalistic 
modes of production now prevalent among the industrial nations of 
the West. Even in cotton spinning, where Japanese mills were now 
equipped with large amounts of high-speed, automatic machinery, 
nearly twice as many workers per 1,000 spindles were still employed 
as in a typical American mill. 

A second difference between Japan and the more advanced manu- 
facturing nations reinforced the difference in output per capita 
arising from the comparative scarcity of capital equipment and re- 
lated disadvantages in particular industries. This is found in the 
structure of Japanese industry. Not only was its aggregate scale 
smaller, as noted above, but various industries and products dif- 
fered in relative importance. The contrast in this respect also helps 
to explain both the smaller degree of over-all mechanization, and 
the lower productivity of labor in the comparisons given above for 
factory industry as a whole. 

Japanese factory industry \^as specialized more heavily in prod- 
ucts and processes where, for technical reasons, the ernplo3unent of 
large amounts of labor in the low'er grades is relatively more suita- 
ble, as compared with expensive equipment and the more advanced 
technical and managerial skills. The textile, clothing, wood, and 
leather industries, for example, tend to be relatively labor-intensive 
in this sense. By contrast, net output per worker is higher as a 
rule in the machinery, chemical, paper and printing, and food 
processing industries. These are organized on a larger scale and 
employ more machinery and equipment per unit of output.®® An}^ 

»« Valued at market prices, net output per worker in the Japanese metal and 
machinery industries was four times the corresponding figure in textile manufacture 
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country where the labor-intensive industries predominate will of 
course tend to sliow a lower average output per worker, even if the 
relative scale of labor and capital costs is no different. 

Except for the smaller aggregate size of Japanese factory indus- 
try, which limited the economics of mass production in a good many 
industries, such structural differences no longer appear at first 
glance to be very significant in the middle thirties. Table 14! il- 
lustrates the point. It shows the proportionate importance, judged 
by net value added by manufacture, of five major groupings of 
factory industry in Japan, and in the United Kingdom, Germany, 
and the United States. These figures seem to indicate that by 1934 
Japanese industry had become diversified to the point where it 
paralleled the structure of industry in the other countries. Judged 
by net value product, it was no longer heavily concentrated in tex- 
tiles, or even in nondurable consumer goods in general. 

The comparison is deceptive, however. Net output is valued and 
distributed among the various categories in Table 14 at the prices 
prevailing in each country. But the price ratios of different products 
may differ substantially from one country to another. Specifically, 
in the case of Japan, such products as machinery and metal products 
were generally higher in price, relative to textiles, for example, than 
in Western countries. This reflected relatively high costs of produc- 
tion, higher tariffs, and probably greater elements of monopoly in 
industrial organization. 

If Japanese factory output were revalued at identical prices, item 
by item, the metalworking industries would be considerablv reduced 
in importance, relative to their importance in Britain or the United 
States. Probably this is true of the heavy industries as a group. As 
these are generally capital-intensive industries with relatively higher 
output per worker, the effect would also be to reduce average output 
per factory worker in Japan, as compared with the other countries. 
It w'as a rough calculation of this sort w^hich was embodied in 
Table 13. 

In terms of a uniform scale of prices, in other words, Japanese 
manufacturing was still weighted on the side of the consumer goods, 
notably textiles. It was more heavily concentrated in labor-intensive 
industries than industrial production in the other countries. This 
is corroborated by statistics of employment. In 1934, 41.0% of all 
factory labor in Japan was engaged in textile manufacture, as com- 

durinf); 193-t. Partly, no doubt, this was attributable to tariffs and monopolistic 
pricing in the former trades. But a marked disparity would doubtless have existed 
even under identical competitive conditions, owing to differences in the technical 
requirements of production. Generally speaking, relative variations in output per 
head among different industries tend to follow a similar pattern in all industrialized 
countries. 
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Table 14. Structure of Factory Production in Japan, the United Kingdom, 
Germany, and the United States: Distribution of Net Product Value 
by Industrial Groups, IdSJf-SI^ 

(percentages) 



Japan 

{im) 

U.K. 

(1935) 

Germany 

(1936) 

U.S.A. 

(1937) 

All factories 

100.0 

100.0 

100.0 

100.0 

Metals, machinery and vehicles 

36.3 

33.4 

40.3 

38.3 

Chemicals, paper and printing 

22.2 

16.9 

15.6 

20.0 

Textiles and clothing 

15.1 

20.2 

15.0 

13.5 

Food, drink, tobacco 

15.4 

17.0 

14.0 

14.6 

Other 

11.0 

12.3 

15.1 

13.6 


■ Data for tlie United Kingdom, (Jerniany, and the United States are from L. Rostas, ‘‘In- 
iustrial Production, Productivity and Distribution in Hritaiii, Uermany, and the United 
States,” Economic Journal^ vol. liii, no. 209, April 1943, p. 44; for Japan, from Yasuji Koide, 
‘Hompo Sangyd Kozd no Hendo ni Kansiiru Shiryd,” Nnijof/a Kcimi Tokei Oeppo^ vol. vin, 
10 . 9, October 1936, ]>. 59, For definitions of factories see Table 13, above, note a. The groiip- 
ngs used here, the second ratlier illogical, have been adopted in order to minimize the dif- 
iculty arising from discrepancies in census classifications. Certain minor inconsistencies re- 
nain, but are not serious. 


pared with only 20.5% in Britain (1935) and 13.4% in the United 
States (1937). Here capital investment per worker was compara- 
tively low in most branches of production, price c()in})ctition was 
keen, and four out of five workers were women. 

A more detailed analysis by commodities would show also that 
the demand for Japanese manufactures within each broad category 
of Table 14 was such that a greater share of production was directed 
toward particular products and processes which required larger 
amounts of labor per unit of output. One think.s, for example, of 
raw' silk as compared with rayon yarn, of bicycles as compared w'ith 
automobiles, or of flashlights and small motors as compared with big 
generators. Abroad it was in such lines that Japan still found her 
chief advantage in competition w'ith the West. At home, too, the scale 
of y)roduction organization was limited by the comparative poverty 
of the Japanese market, in terms of aggregate size; also by the 
Japanese attachment to individuality and variety of design in 
household goods. These factors retarded the advance of mechanized, 
mass production methods, and made for a higher ratio of labor to 
capital than in the manufacturing industries of the West. 

The structure of demand, therefore, combined with the relative 

In indu.slry a.s a whole women comprised 44% of all factory workers in Japan 
(1934, private and government plants); 37% in the United Kingdom (1935); 28% 
in Germany (1936); and 22% in the United States (1929, all persons employed in 
manufacturing). Kojo Tokeihyo (1936), cited, pp. 14, 970; L. Rosta.s, “Industrial 
Production, Productivity and Distribution in Britain, Germany, and the United 
States,” Economic Journal, vol. liii, no. 209, April 1943, p. 44. 
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abundance of labor to hold physical output per worker in Japan 
well below the level achieved in the more advanced industrial coun- 
tries. In a broad sense, both circumstances testify to the scarcity of 
capital, the lag in technology, and the persistent drag on pro- 
ductivity and incomes exercised by an unfavorable ratio between 
population and resources. 

For a true perspective, then, one must appreciate the limitations 
as well as the achievements of the Japanese record. The former do 
not necessarily detract from the latter. Indeed they only emphasize 
the exceedingly primitive state of Japan’s pre-industrial economy, 
which furnished the background and starting point for moderniza- 
tion. With all the qualifications which must be made, the changes of 
1868 to 1938, in terms of the organization of wealth -producing ac- 
tivities, were more profound than those of the previous millennium. 

The processes by which this change took place in Japan are the 
subject of this book. If correctly understood, they can throw a good 
deal of light on the essential conditions of economic progress for 
other Asiatic nations today — indeed, for any undeveloped country. 
Stated in general terms, most of them are almost truisms, in that 
they are common to the past experience of all industrializing na- 
tions. Yet they are often glossed over in plans and proposals put 
forward today for attacking the problem of poverty in Asia. Thus 
they deserve constant reiteration. 

Technology and the Market, Among the conditions of economic 
development, one thinks first of changes in production technology. 
These proceeded unevenly in various sectors of the economy, as we 
have seen. The most conspicuous feature was the harnessing of 
mechanical energy to industrial pursuits, which brought a sustained 
rise in labor efficiency. By the end of the prewar period the engineer- 
ing and power industries, together with imports of metals and ma- 
chinery, had grown to major significance in the economic life of 
the country. Even though more than half of the working population 
was still occupied in peasant agriculture and other handicraft 
trades, the Japanese now stood midway in energy consumption be- 
tween the advanced industrial nations of the VVest and the rest 
of Asia. 

Initially, power machinery and the techniques required to put it 
to use were almost wholly an importation from tlie WVst. Through 
the Meiji era, indeed, the strategic function of foreign trade for 
Japan was as a channel and stimulus for the inflow of modern 
equipment and the technical knowledge to put it to use. (Sec Chapter 
6.) Not until later did overseas markets and raw materials begin 
to assume a large importance quantitatively in economic life. Tlicn 
it was only as a result of the growth of population and productivity 
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stimulated by persistent technological advance. It is impossible here 
to describe tlie process of technical change in its complex ramifica- 
tions; curiously, little study seems yet to have been devoted to this 
critical phase of Japanese economic history. However, two further 
observations of a general character may help to place it in per- 
spective. 

The first is simply the reminder that the rise of productivity in- 
volved much more than the acquisition of machinery and a corps of 
technicians to supervise its use. If it meant no more than this, Llie 
Industrial Revolution would have spread through Asia much more 
rapidly than it has. The change in the industrial arts was actually 
secondary in one sense. It rested upon much broader changes in 
economic life, including especially the growth of the market, lor 
the use of power equipment in production becomes profitable only 
as it becomes possible to move out of the sphere of self-sufficient 
economic activity. It requires railways and banks and an efficient 
medium of exchange. It signifies the rise of an economy in which 
labor and capital arc combined and concentrated in various spe- 
cialized ways, with the resulting surpluses exchanged against each 
other in widely organized markets, lo place it in the foreground 
runs the risk of obscuring other conditions of economic progress 
which are less visible but no less essential. 

In Japan the beginnings of a trend toward regional and occupa- 
tional specialization, linked with simple improvenients in production, 
arc clearly discernible in the last century of Tokugawa rule and 
even before. As noted in Chapter 1, the expansionist pressures thus 
generated had a good deal to do Avith the eventual overthrow of the 
Shogunatc. Indeed, it w'as mounting ambition on the part of clan 
bureaucrats, merchants, and craftsmen to extend such innovations, 
and widespread discontent with the obstacles imposed by feudalism, 
that hastened the collapse of the ancicn regime. 

The new freedom and leadership after 1868 ushered in a rapid 
forward movement. The introduction of machinery and science w^nt 
forward hand in hand with progressive division of labor. The latter 
brought the disintegration of the traditional processes of rionagri- 
cultural production, and their reintegration under capitalistic forms 
of organization. As regions and occupations became more specialized 
they were linked together in expanding circuits of exchange. With 
the extension of the market, and the growing mobility of labor 
and capital, it became both possible and profitable io subdivide pro- 
duction operations. This led to better tools, machinery, and business 
methods. The latter served to raise productivity and incomes, and 
further expanded the market. 

55 Regionul and craft specialization was by no means unknown in pre-Meiji 
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In all this Japan did no more than move at an accelerated rate 
along a path of experience already pioneered in the West. In Eng- 
land the factory system evolved over two centuries or more ; in Japan 
it was established in fifty years, or even less. The main difference, 
of course, was that the techniques of machine production and large- 
scale organization were already highly developed by the nations 
which led the Industrial Revolution. As rapidly as they could be 
as'simdated in Japan they afforded a decisive profit advantage over 
the traditional modes of economic organization, especially in certain 
branches of manufacturing and transport. The introduction of ma- 
chine-spun yarn into Japan, for example, immediately put hand- 
spun cotton at a hopeless disadvantage, both in quality and price. 
Also, pre-factory industry was less highly elaborated in Japan be- 
fore 1868. There was less resistance from custom and from legisla- 
tive and gild restrictions favoring the old as against the new. 

The domestic market for industrial goods w’as now freed from 
feudal sumptuary restraints and internal toll barriers. It was in- 
creasingly commercialized, especially after the land tax reform re- 
quired peasants to sell more of their crops to raise cash for tax 
payments.”* And as income rose it also became slowly but increasing- 
ly a market for goods of wide consumption. Especially was this 
true among tlic growing urban classes.®^ No longer w^as the demand 
confined largely to a few simple products for local use, or to luxury 
goods consumed by a parasitic feudal aristocracy. This greatly en- 
larged its scope. And, wliat is of equal significance, consumer demand 
was now^ being directed increasingly toward standardized commodi- 
ties more suitable for factory production. Tlie latter w^as a slow 
y>rocess, resisted by the Japanese love for variety and artistry in 
decoration and design. Even today many industries serving pri- 
marily domestic requirements for native-style clothing, utensils, 
and furnisliings remain on an individualized small-scale basis, how- 
ever large their output may be in the aggregate. For many products 
very widely used, there is still no “national market'’ of the highly 

Japan. As in all prcindustrial societies, however, it was mainly a speeialir.ation by 
products, rather than by processes coordinated in a unified production operation. 
Similarly Tokupawa Japan had its great cities; but these were vast agglomerations 
of tiny commercial and handicraft establishments, lorded over by the feudal nobility 
and their retainers. They were not the highly organized and integrated metropolitan 
communities of the modern world. 

Yasuzo Horie, “The Development of the Domestic Market in the Early Years 
of Meiji,’’ Kyoto University Economic Rexnew, vol. xv, no. 1, January 1940, pp. 48-49. 

ST In 1895 only 12% of the Japanese lived in places of over 10,000 population. Forty 
years later the proportion had grown to 46%. One in every four now lived in a 
city of over 100,000. The rural population (in places of less than 10,000) actually 
remained stationary after 1920, the entire increase in the country’s total popula- 
tion being absorbed thereafter in the larger towns and cities. 
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standardized American type. It was the export industries producing 
silk, cotton goods, chinaware, and other manufactures for Western 
consumption which led the way in standardization.®® Character- 
istically, therefore, it was the export branches of these industries 
which tended to be on a larger scale and more capitalistic in organiza- 
tion. In certain other industries, however, the reverse was true, as 
described in Chapter 7. 

The growth of the market was also stimulated after 1880 by the 
heavy expenditures of the State for armaments, transport, com- 
munications, and supporting industries. These outlays were signifi- 
cant in economic terms chiefly because they were concentrated upon 
the metal, machinery, and shipbuilding industries, rather than be- 
cause of their actual bulk. They helped materially to launch new 
enterprises in these fields and to get them over their first techno- 
logical hurdles. In addition, government expenditures at home had 
a general expansionist effect on domestic industry and trade insofar 
as they were financed by credit creation or taxing agricultural in- 
comes which would not otherwise have been spent in the market. 
An important share was actually devoted to purchasing arms and 
ships abroad. This also stimulated domestic production by encourag- 
ing the export of various commodities in payment.®® 

Historically, then, the development of technology and the develop- 
ment of the market proceeded simultaneously, each reinforcing the 
other. Each was fostered by the new freedom of occupation, secu- 
rity of property, and stimulus to business enterprise afforded by the 
political institutions and ob jectives of the Mei ji government. Tech- 
nical, economic, and political changes were intertwined. The one 
progressed with the others, and where there was a lag in the requisite 
economic and social conditions, as in agriculture, there was a cor- 
responding lag in technological innova^^ions. The condition for a 

Sometimfs export standard iz.ation meant deterioration in quality, RometimeR 
Rubstantial improvement. The cheap Japanese pottery and textiles which came to 
be sold in large quantities abroad were far below the standard of traditional crafts- 
manship in Japan. On the other hand, in the raw silk trade the demands of Western 
silk manufacturers for better quality and uniformity exerted steady pressure on 
Japanese reelers and exporters to rai.se standards. See, for example, the negotia- 
tions between .lapane.se expert association.s, the government and American and 
European importers which are detailed in the Thirty- fourth Annual Report of the 
Silk Association of America, New York, 1906. Silk importers abroad gradually 
persuaded the Japanese that inferior silks damaged the reputation of good silks, 
and that inaccuracy in the invoiced weight of silk bales was a serious deterrent to 
purchases. Japan soon oxit distanced China in supplying the American silk market. 
This was not because of any natural advantages, but because her silk industry, with 
the aid of the government, was more successful in dealing with the problem of 
quality and uniformity. 

The broad relations between the growth of national income and the changing 
pattern of national expenditures are examined in greater detail in Chapter 8. 
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revolution in production methods was a corresponding revolution 
in the other spheres as well. 

Foreign trade, of course, played an essential role in the growth 
of the market from an early date in the modern period. For instance, 
the match industry developed in response to market opportunities 
in China ; the modern silk industry was the creation of the American 
market; tea, coal, and copper all found important outlets abroad. 
There was nothing novel in this except in the history of Japan her- 
self. Nor was it, as is sometimes alleged, any necessity peculiar to 
the capitalistic form of organization.*" The international market has 
been predominant in the economic development of other areas as 
far back as the Middle Ages, and even in that of the ancient Mediter- 
ranean world, long before the advent of modern capitalism. In the 
industrial growth of an undeveloped country, it is precisely in this 
early phase that exports may be of special importance, as the his- 
tory of England’s textile and wrought iron industries well shows. 

Particularh’ where a country has good sea communications, it 
is apt to be easier to overcome the territorial limitations of the 
market externally than its social and economic limitations at home. 
Japan is a conspicuous case of maritime expansion, but one which 
is by no means unusual. Much more unique, indeed, was the long 
isolation of pre-Meiji Japan from the foreign contacts which an 
island nation might be expected to develop. For the Tokugawa 
interdiction of trade and intercourse not only walled off knowledge 
of the West; it also checked the stimulus which elsewhere a lively 
export trade has exerted on indigenous developments in industrial 
organization. Even in Japan’s modern history it is doubtful if ex- 
ports have played as crucial a role in the growth of factory industry 
as in the classic case of Britain. In any case it is worth noting that 
the domestic market for Japanese manufactures, as well as other 
commodities and services, has remained far greater in size through- 
out the modern period. It expanded pari passu with the growth of 
overseas trade. 

Japan’s actual dependence on export markets in prewar years is 
examined at length in Chapter 7. While the details may be left 
for consideration there, the conclusions may be anticipated briefly 

«o F. Barret makes an elaborate attempt to apply the Marxist-I/eninist thesis to 
Japan in his work cited above. The growth of Japan's foreign trade, in his view, 
represented nothing more than a contradiction between the productive power of 
Japanese capitalism, on the one hand, and the lack of buying power among the 
masses, on the other. Since the Japanese trusts kept the people so impoverished, 
they could only dispose of their grow'ing output In foreign markets, or dissipate it 
in war and conquest. (Pp. 371-90.) Anyone who has the patience to wade through 
Barrels voluminous statistical ^’evidence” will find it no more convincing that his 
theoretical propositions. 
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at this point. Few products from her extractive industries ever 
found a market abroad in significant amounts, cither in raw or 
processed form. The outstanding exceptions were silk and tea, and 
in the earlier decades coal and copper. During the interwar years, 
when foreign trade reached its largest dimensions, foreign and 
colonial markets took less than 4% of most Japanese farm products, 
3% of forestry products, and only 7% of the fishing catch. In 
minerals and foodstuffs generally the country became a heavy im- 
porter on balance. The reason for these low export ratios was not 
simply Japan’s poverty in natural resources; her extractive indus- 
tries grew substantially, as we have seen. It was also her growing 
home market, which came to absorb all that and more than could be 
produced by her farms, forests, fisheries, and mines. Among the 
service trades, too, only one — shipping — was heavily dependent on 
foreign trade, for obvious reasons. In manufacturing industry, on 
the other hand, the export share reached 25 to 35% of total output 
in the decade 1927-30, thanks mainly to raw silk and cotton textiles. 
Here opportunities for Japanese goods abroad, both in the West 
and throughout Asia, enabled her to finance her heavy import re- 
quirement, beside contributing importantly to technological advances 
in her manufacturing capacity. 

For the Japanese economy as a whole, it would appear from sta- 
tistics given in Chapter 7 that overseas markets at their prewar peak 
absorbed no more than 20% of the net value of goods and services 
produced in the country. (Table 27.) This is a substantial share, 
strategic to Japan’s whole economic existence because of the food 
and materials it brought in return. Circuits of overseas exchange 
tied into domestic economic activity at almost every ])()int. Yet it 
remains true that the growth of the market even for manufactures 
was in the main the growth of purchasing power at home. Quantita- 
tively, at least, the world market has attracted attention out of pro- 
portion to its importance for Japan as a source of expanding 
demand. 

A good deal of attention has centered likewise on the efforts of 
the Japanese government to foster the export tra<lc after 1868. 
This was, indeed, a cardinal object of state policy, assiduously pur- 
sued for strategic as well as economic reasons. Much more significant 
economically, however, especially in the early decades, were the 
measures taken to unify and consolidate the domestic market. Along 
with political unification, these included a number of stops already 
recounted in Chapter 1 : the abolition of clan tariff barriers and 
other feudal restrictions on internal freedom of movement and enter- 
prise ; the creation of railways, communications, and commodity ex- 
changes ; the spread of technical education ; the drafting of a code 
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of commercial laws; tlie establishment of a national currency and 
bankin|gr system; etc. More broadly, they involved the reduction of 
restrictions of all sorts — political, economic, and psychological — 
on the mobility of goods, labor, and capital within the national 
boundaries. The history of modern Japan in this regard also repeats 
the history of all modern, industrializing nations. It differs mainly 
in the speed with which the process went forward, once undertaken.®' 

The chauvinist and warlike manifestations of Japanese national- 
ism in recent vears have tended to dim the memory of this earlier, 
constructive phase. It is worth recalling, therefore, that nationalism 
fulfilled this historic mission here, as elsewhere. The economic and 
technical progress of Japan has been due in no small measure to 
the fact that a firm and durable framework of national unity was 
achieved at an early date. The small size of the country, its excel- 
lent inland sen communications, its racial and cultural homogeneity, 
its success in warding off foreign domination, the caliber* of its 
politic/ll leadership — all played their part. To see the basic im- 
portance of internal unity and order one has only to look at Chinn, 
where, for various reasons including notably the aggression of Japan 
herself, its fulfillment was so long delayed. 

Technoloffy and Capital. The second general observation to be 
made regarding technological progress in Japan is to caution against 
the tendency to think of such progress mainly in terms of the in- 
troduction of power machinery organized in large complexes and 
therefore requiring large units of capital investment. 

This did take place in Japan from an early date. It was con- 
spicuous in railway transport, shipping, electric power, and the 
metal and engineering trades. It was also evident in certain con- 
sumer goods industries like cotton yarn and flour. On the other 
hand, it was notably lacking in agriculture. And generally in Japan, 
as in most newly industrializing countries, the process was at once 
simpler and more complex. 

One may recall that in the Industrial Revolution of Western 
Europe the great inventions of the eighteenth century were preceded 
by a long evolution of small-scale technical improvements in the 
earlier forms of production, especially domestic industry. In the 

This hftd broad social as well as economic consequences. Fifty years after the 
Restoration, Prof. Snkutaro Fiijioka wrote as follows: “Formerly, by f 2 :lancinf? at 
the accoutrements of a procession, one could tell what dnimyo*s it was, and likewise 
the samurai helon/ring to each daimyo had their own peculiar language and manners. 
But the introduction of the telegraph and telephone, the steamer and railway has 
contracted ten thousand miles to ten steps, and these facilities, assisted by the 
general difTusion of knowledge among the people, arc yearly lessening the distance 
between districts, and bridging the gulf between city and country.” Fifty Y pars of 
New Japan, compiled by Count Shigenobu Okuma, London, 1909, vol. ii, p. 462. 
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Far East today, and particularly in Japan, the whole process has 
been telescoped. All stages of technological maturity and complexity 
tend to develop side by side in the greatest variety. But it is always 
easier to introduce these innovations which do not break radically 
with the past. They generally require no large accumulations of 
capital or advanced technical skills. And in the aggregate such 
lesser adaptations and improvements were of immense importance in 
Japan. 

The spread of wheeled vehicles of any sort in transportation, the 
use of imported kerosene to lengthen the working day in peasant 
homes, the small power loom in the cottage, the gas engine in the 
fishing boat, better methods of collecting and spreading fertilizer, 
improvements in the farmer’s hoe and the silk-reeler’s basin — such 
changes in an Oriental economy are not less significant because un- 
spectacular by modern standards. So, too, with regard to the intro- 
duction of simple forms of accounting, or the rise of postal com- 
munications, commodity exchanges, and bank credit. Even such a 
simple thing as more adequate warehousing may increase food sup- 
plies substantially.®^ The advance of productivity in Japanese agri- 
culture, in many services, and even in a large share of manufactur- 
ing industry proceeded mainly by the cumulative spread of such 
modest innovations through millions of small estal^lisliments. 

Partly, of course, this is a matter of the difficulty of any people 
in readily assimilating science and technology in their more complex 
forms. The limiting factors may include certain physical conditions 
of production, as in farming Japan’s terraced mountainsides. More 
widely they are found in patterns of social organization which are 
resistant to change; in habits of mind which cp.n only be modified 
slowly by education and experience; and in a pervasive shortage of 
capital, which has tended to make economic in Japan certain tech- 
niques and equipment long since discarded as obsolete in wealthier 
countries. In this general sense tlie industrialization of any country 
tends to follow tlie “line of least resistance.” Such resistance in 
Japan was broken down and the frontiers advanced with unusual 
rapidity, except in agriculture and the traditional service trades. 
Even so, it would be a mistake to think that economic development 
consisted, or could consist, mainly of the introduction of great fac- 
tories, power plants, and transportation systems. 

Such large enterprises were necessary to full-scale industrializa- 
tion. It was here that the State and the zaibatsu played a key role. 
But these enterprises were made possible, and derived much of their 

02 Indian authorities estimate today that the loss of f^rain in India through decay 
and infestation amounts to at least 3% of the annual crop. In China some 6 to 10% 
of farm crops are said to spoil before they reach the consumer. 
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utility, from less dramatic but more pervasive changes in traditional 
Japanese economic life. In certain instances — for example, steel and 
shipbuilding — they were supported only at the expense of other in- 
dustries through a continuous process of State subsidy. In other 
industries like textiles and ceramics the large, capitalistic establish- 
ment was closely tied in with numbers of smaller, less mechanized 
enterprises. The latter supplied raw materials and services, or 
handled certain stages of manufacture. Similarly the growth of im- 
port requirements and of export capacity in foreign trade repre- 
sented in no small degree the extension of small-scale production. 
These small firms employed comparatively simple tecimiques of 
production and small investments of capital, but were integrated in- 
creasingly within a framework of large-scale marketing, transporta- 
tion, and finance. One asset of great significance already commented 
upon was the wide distribution of electric power. This facilitated a 
good deal of mechanization, even where (apart from the* power 
generation itself) the units of investment and management remained 
small. Japan’s progress in industrialization owes much to her com- 
parative success in combining large and small enterprise in intricate 
patterns of cooperation — a point to which w^e shall return again. 

A steady growth of savings and investment in new forms of capital 
goods was essential to the whole process of modernization, of course. 
In Chapter 5 the factors influencing its rate are discussed at some 
length. To what extent the availability of new capital can be called 
the decisive factor in increasing productivity, however, is not clear. 
The Japanese experience certainly argues for its importance. Yet 
it also demonstrates the possibility of substantial advances from 
traditional levels of output in many activities even in the absence 
of large outlays for plant and equipment. 

The gains in Jayianese agricultural output, notably, were achieved 
mainly by better use of existing resources of land and labor. Marked 
increases in productivity per acre and per worker resulted from 
new methods of seed selection, weeding, disease control, crop storage, 
and animal breeding; from ready improvements in tools; and from 
the consolidation of land holdings.®^ Such improvements as these re- 
quired only modest amounts of neiv capital in comparatively simple 
forms. They entailed no radical reorganization of farming prac- 
tices. They were pioneered by a network of government agricultural 
experiment stations, supported by the agricultural departments of 

•» In regions where scattered plots belonging to a single farmer were consolidated 
in a single, compact holding, it is said that the resulting elimination of boundary 
lines made it possible to increase the cultivated area by as much as 15%. The 
Japan Year Book Office, The Japan Year Book (1906), Tokyo, 1905, p. 177. In this 
sense much of the technical innovation in Japanese agriculture was capital-saving — 
i.e., it economized land. 
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the universities. Relative to her cultivated area, and perhaps her 
agricultural income as well, prewar Japan came to spend more on 
agricultural research than even the United States.^* Other gains re- 
sulted from the shift to more remunerative crops; for instance, 
from cotton to mulberries. Still others, like better marketing or in- 
tensive fertilization to make possible double cropping and higher 
yields, necessitated mainly an increase in working capital. (It was 
the shortage of such capital, as much as anything else, which drove 
the peasant into debt and often lost him his land.) 

By such technical advances as these, plus better irrigation and 
drainage, the law of diminishing returns in Japanese agriculture 
was postponed in its effects for several generations.®® From 1894- 
1900 to 1931-40, average rice yields per acre increased by one 
third, according to official statistics cited in Chapter 3 (pages 93-94) . 
The yields of wheat, tea, and barley doubled, while crop yields as 
a whole rose at least 50%, judged by the Nagoya indices (Tables 
2 and 3). This took place for the most part on land already closely 
cultivated for centuries, it should be noted, although not without 
increasingly heavy doses of fertilizer every year. 

To expand agricultural output on this scale required a growth 
of agricultural capital, to be sure. Most of the growth, however, took 
the form of improvements in land and buildings, or of working 
capital to finance outlays for fertilizer, seed, etc. Fixed capital 
improvements were made chiefly through employing local labor on 
public works, or through the peasant’s use of his spare time to build 
up the productivity of his own farm. The latter proceeded mainly 
by small increments of labor, supplemented by the investment of 
such money savings as the farmer might painstakingly accumulate. 
In good part it represented the sacrifice of family leisure rather than 
of income for consumption. 

The average farm family, cultivating two and a half acres, 
utilized capital other than land amounting to only 1 >038 yen as late 
as 1930. Of this sum, buildings accounted for over one half, leav- 

Supreme Commander for the All’ed Powers, GHQ, Natural Resources Section, 
Report No. 69, The Agricultural Experiment Statione of Japan, Tokyo. 1946, p. 21. 

J. W. Robertson Scott gives many interesting illustrations from his travels in 
rural Japan during 1915-19. In one village, for example, he tells of a progressive 
headman who persuaded a group of farmers to keep accurate accounts of their 
farm operations. These showed that the cultivation of their land required only a 
fraction of their time (generally in Japan no more than 200 days a year) ; also that 
much labor was wasted in cultivating irregular and scattered strips. Accurate 
knowledge of these facts stimulated the readjustment of land holdings, better 
drainage to economise manure, and a search for more secondary employment to 
All in idle hours. Village income was increased, and the labor required to farm one 
tan of rice land was reduced from twenty-three ten-hour days to sixteen or seven- 
teen, as a result of more efficient cultivation and irrigation. Foundatione of Japan, 
London, 1922, pp. 231-82. 
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ing a meager 500 yen for farm animals, tools, working capital, 
etc." 

Power machinery was almost nonexistent on the Japanese farm. 
In 1937 there were only 187,813 power-operated machines owned 
by farmers in all Japan, plus 59,047 available from rental agencies. 
This is one to every twenty -two families. Nearly two thirds of them 
were small kerosene- or gasoline-operated units averaging only 2.9 
h.p. Even this small amount of mechanization represents a marked 
advance over the years immediately preceding. Stimulated by the 
prosperity and growing labor shortage of the thirties the numl^r of 
farm machines had tripled since 1927. In Okayama a small 350-lb. 
tractor was even being put into use on a limited scale. Despite such 
advances, however, the total capacity of all power-operated equip- 
ment available for farming in Japan was still only 623,000 h.p. in 
1937. This was no more than 0.11 h.p. per farm household. And 
virtually all of it was used in pumping water or processing ‘grain ; 
the actual cultivation of crops continued to be done almost ex- 
clusively by hand.®^ Assistance even from draft animals was limited. 
Only 2 million out of 5.6 million farm households kept either cattle 
or horses. The total number was hardly more than one draft animal 
to every two farms. 

It is well known that Japanese agriculture was neglected and 
discriminated against, in matters of taxation and public expendi- 
tures, in favor of industrial and military expansion. (See Chapter 

AO This is a national average computed from an estimate of aggregate capital 
invested in Jopariese agriculture. Shiroshi Nasu, Aspects of Japanese Agriculture, 
New York: Institute of Pacific Relations, 1941, p. 152. Estimates of **productiye'* 
capital in Japanese farming are complicated by the difficulty of distinguishing 
producers’ from consumers’ capital in the case of buildings, cash, etc. A sample sur- 
vey of the Ministry of Agriculture and Forestry, covering 279 farm families in 
1937, most of them operating 3- to 4-acre farms, gives the following family assets 
in yen {Japan Statistical Year-Book 1949, cited, pp. 222-23): 

Owner-Operator Part-Owner Tenant 


Total family assets 

J0,7S6 

9fi10 

7.748 

Land 

6,063 

6,981 

4,996 

Owned 

(5,839) 

(3,006) 

(164) 

Rented 

(224) 

(2,976) 

(4,842) 

Cash and liquid assets 

1,235 

840 

583 

Other family property 

3,438 

2,189 

2,169 

Net worth 

10,125 

5/66 

8JS78 

07 The above figures arc from “Mechanization ( 

of J apanese 

Farms,” Oriental 

Economist, vol. vi, no. 8, 

August 1939, pp. 514-18; 

and Kinichi 

Yoshioka, “Agri- 


cultural Machinery Making Industry Shows Great Strides,” Contemporary Opinions, 
no. 309, December 14, 1939, pp. 4-6. The “great strides” consisted in a growth of the 
agricultural machinery industry from 2,565 workers and an output of 4.4 million 
yen in 1929 to 6,653 workers and an output (at inflated prices) of 14.2 million yen 
in 1937. By this time, however, the industry was already being squeesed out of 
the market for materials and labor by the armament boom. 
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10.) The agricultural community also remained the center of social 
conservatism, burdened with a high rate of population growth, and 
a system of land ownership and credit wliich was inefficient as well 
as oppressive. Land was subdivided uneconomically into tiny parcels, 
half of it cultivated under a tenancy system which often tended to 
discourage capital improvements and other Wpes of modernization 
because it failed to give the cultivator assured, long-term tenure. 
If the gains in productivity were nevertheless as significant as they 
appear to have been, this suggests how great are the possibilities 
for increasing the efficiency of the traditional modes of agriculture 
everywhere in the Far East. These potentialities seem to be large 
even with comparatively small outlays of capital per worker, pro- 
vided other circumstances arc not too unfavorable to development.*" 

In the field of industrial production, large-scale investments of 
capital in the form of buildings, machinery, and equipment obviously 
played a more decisive role. But here also there were wide variations 
from one industry to anotlier, and commonly within a single indus- 
try, as regards the size of the typical plant, the amount of capital 
per worker, and the relationship between increasing capital out- 
lays and gains in labor efficiency. 

Coal mining, mentioned above, was a case where the investment 
of large sums in plant and equij)mcnt brought only moderate ad- 
vances in productivity. Probably this was true in general of the 
mining industries, where more intensive exploitation of the coun- 
try’s limited deposits met with rising costs. At the other extreme, the 
silk industry progressed rapidly with only modest demands upon 
Japan’s resources, either in man-made ca})ital or in land and labor 
diverted from other uses. In Nagano Prefecture, for example, out- 
put per man-hour in silk reeling doubled between 1874 and 191 »‘i 
as the process w'as transferred from home to factor 3 \"® 

The discussion of Japanrse faniiinf; in li;is stiidy, both here and in other 
chapters, does not pretend to he a full assessment of ti‘e position of agriculture in 
modern Japan, or of the effects of iiidiistriali%atlon on the livelihood of the peasant. 
The latter involves not merely the grow'lh of production, but equally the distribu- 
tion of incuiiie from agricultural pursuits. As briefly observed, this was heavily to 
the disadvantage of the small cultivat«»r. 

In addition, the question of stability of farm livelihood is of immense importance. 
The great famines of 'I’okugawa Japan were now eliminated by improvements in 
transport, marketing, and control of water supply. Plant and animal disease were 
also brought under increasing control; Robertson Scott note.s that the sericulturist 
need no longer fear the loss of his silkworm harvest fr<»m di.scasc every five years 
or so, as formerly. (op.r*7., p. 168.) However, the peasant was now subject increas- 
ingly to the vicissitudes of the market for cash crops, often aggravated by vagaries 
in the weather. The ups and downs of farm prices were a constant source of in- 
security. Periodically they plunged the farming class into disaster. (See above, pages 
66ff.) This insecurity, combined with the lack of reserves in the form of savings 
or cheap credit, was a major factor in the growth of tenantry and debt. 

Shuichi Harada, Labour Condition* in Japan, New York, 1928, p. 174. 
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Silk filatures grew mainly from small establishments with an 
average investment of only 1,500 yen per plant in the early days/® 
They were financed largely with local capital and operated with 
local water power. Thus the scale of investment was small; costs 
involved little beside tlie outlay for cocoons and labor.” Even as 
regards land and labor, the diversion of resources for alternative 
employments was slight by comparison with the gains in income. 
The seasonal labor required for cocoon rearing and silk reeling 
fitted in well with crop requirements. It provided valuable supple- 
mentary earnings for millions of underemployed farm women. The 
land required for mulberries was also limited in extent. It consisted 
largely of upland areas in the more mountainous prefectures less 
well suited to food production. Finally, the transport costs for this 
high-value product were comparatively small. 

In a manufacturing industry, typically, one finds wuthin certain 
limits a direct relationship between per capita output and the 
mechanization and size of tlie plant. In textile weaving, for example, 
the following table from an Indian source illustrates tlie relations 
which also prevailed in Japan/* 


Ratio 

Capital Invest- Net Product Capital Workers per 
ment per Worker per Worker to Product l/)00 

(rupees) (rupees) per Worker of Capital 


Modern, larpfc-scale 


factory 

1,200 

650 

1.9 

0.8 

Power loom, .sin.*ill- 

scale 

300 

200 

1.5 

3.3 

Automatic loom, 

cottage 

90 

80 

1.1 

11.1 

Hand loom, cottage 

35 

45 

0.8 

28.6 


These figures portray the familiar principle that the more mecha- 
nized and capitalistic process tends to be characterized by a rela- 

^0 Yeijiro Ono, The Industrial Transition in Japan^ Baltimore, 1890, p. 68. 

In later decades the silk-reeling industry came to be organized and mechanized 
on a larger scale, under the pressure of demand for a more uniform product of 
high quality. It also was financed increasingly with capital supplied by city mer- 
chants and banks. However, an abundance of cheap and dextrous female labor 
remained the basis of its competitive strength. In the early thirties, labor still con- 
stituted 60% of the production co.st of cocoons, other than mulberry leaves. In the 
added expenses of reeling, 45% went for labor and “provisions,” another 9% for 
commissions. Mitsubishi Economic Research Bureau, Japanese Industry and Trade ^ 
London, 1936, pp. 256-61. 

T2 S. K. Iyengar, “Industrialization and Agriculture, Postwar Planning,” Eco- 
nomic Journal^ vol. i.iv, no. 214, Junc-September 1944, pp. 189-206. The last 
column, computed from the first, differs slightly from Iyengar’s figures. 
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tively high product ^er worker (and low ratio of wages to net 
product) . The big textile mill equipped with a good deal of power 
machinery employs fewer workers per unit of investment, while 
mechanization greatly increases their productivity.” Beyond a cer- 
tain point, however, such gains are no longer great enough to offset 
the added costs of capital and other expenses of production, includ- 
ing managerial talent of the requisite experience and skill in large- 
scale enterprise. In practice, this point varies widely from industry 
to industry, and within an industry from country to country. The 
determinants include the technical conditions of production, the 
costs of capital, and the supply and price of labor of the necessary 
grades. 

In Japan, by comparison with more advanced industrial nations, 
these circumstances have been such that it has been profitable to 
economize capital and the higher-grade managerial and technical 
skills at the expense of the more plentiful grades of labor. Earlier 
in this chapter the point was discussed at some length. To cite one 
more illustration, the average Japanese sawmill runs on 25 h.p. ; it 
cuts no more in one day than an American mill will cut in an hour.^* 
In short, machine-made products are “copied with hand labor,” in 
the sense that the typical combination of the productive factors is 
weighted more heavily in favor of human energy. This fact has 
made for a much lower output per worker than in the West. Yet 
clearly, in the context of Japan’s resources, it has been the eco- 
nomical way to proceed in building the foundations of modern 
industry. 

If Japan’s experience teaches any single lesson regarding the 
process of economic development in Asia, it is the cumulative im- 
portance of myriads of relatively simple improvements in technology 
which do not depart radically from tradition or require large units 
of new investment. The big, modem establishment with its concen- 
ts For purposes of brevity here, we arc treating together two aspects of mecha- 
nized production which are not necessarily directly related to each other: the size 
of the plant and the degree of mechanization. One of the characteristics of certain 
Japanese industries, indeed, was thefi adoption of machinery and electric power with- 
out any radical increase in the number of workers per plant. Generally speaking, 
however, the transition from handicraft to machine production entails some growth 
in the average-size plant, as well as the scale of organization in banking, transport, 
and other auxiliary services. 

Increasing per capita productivity also tends to accompany a growth in the 
size and integration of an industry as a whole, as distinguished from the plant. This 
makes It possible for dims to specialize in various aspects of the production process, 
and encourages the development of specialized transport, marketing, and supply 
agencies which enable fewer workers to turn out more product. 

T4 “Little thought is given to production-line methods, and labor-saving devices 
are non-existent.” Supreme Commander for the Allied Powers, GHQ, Natural Re- 
sources Section, Report No. 82, Lumber Production in Japan, Tokyo, 1946, p. 14. 
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tration of capital in advanced forms of technology was essential in 
many fields, of course. It provided the framework of economic 
growth in the form of railways and steam shipping, coal and electric 
power, the metallurgical industries, banking and insurance. It en- 
larged the opportunities in foreign trade; it was indispensable to 
the building of industrial war potential. Much of the real substance 
of Japanese economic growth, however, is found in the more modest 
types of improvements which were more easily and pervasively 
adopted, more economical in cost, and often more productive of 
immediate returns in income. For any poor country beginning to 
industrialize, one of the crucial problems is to introduce and spread 
such innovations as widely as possible. 

These technological aspects of growth lead naturally into furtlier 
questions concerning economic organization and enterprise. In- 
novation is “getting a new thing done”; it requires a doer. The 
spirit and structure of the enterprise system is fundamental to all 
other developments in an economy such as we have been reviewing. 
The remainder of this cliapter therefore characterizes somewhat 
more fully the structure of private ownership and control which 
prevailed in prewar Japan. It will lay some factual basis for the more 
interpretive /judgments reserved for the concluding chapter on “The 
State and Economic Enterprise.” 

Technology and Enterprise 

The most casual acquaintance w'ith Japanese economic life is suf- 
ficient to reveal a tremendous diversity in the organization of pro- 
duction and marketing structures, and equally in patterns of business 
ownership and control. 

The forms of enterprise in prewar days ranged all the way from 
the giant zaihatsu combines which dominated the heavy industries to 
myriads of small farmers, petty tradesmen, and handicraftsmen 
whose outlook and inodes of activity were essentially precapitalistic. 
Even within single industries like the cotton and machinery trades 
these contrasting patterns developed side by side. Certain products 
or processes were still left to independent workshops ; other branches 
of the market were served by small plants coordinated and financed 
by w’holesale merchants. Still others wxre dominated by large fac- 
tories, many of them linked horizontally or vertically with other 
enterprises owned by the big trusts. 

A large share of Japanese enterprise came to be organized on the 
joint-stock principle — that great invention only fully developed in 
the West during the past century. In Japan, as elsewhere, this made 
it possible to pool savings under unified direction far beyond the 
limits of family and personal acquaintance, and to separate the 
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functions of savings, risk taking, and management. It was a techno- 
logical innovation fully as significant as the introduction of power 
machinery, and indispensable to it. Yet other areas of economic 
activity continued to be organized in terms of the individual pro- 
prietorship, and even joint-stock enterprise was suffused with the 
spirit of the Japanese family system. 

This diversity in structure is found in every industrial country 
to a considerable degree. It arises naturally from differences in the 
physical and technical conditions of production in various industries, 
and in the nature of their capital resources and markets. In Japan 
it was accentuated by other circumstances : her late start and rapid 
progress in industrialization; the duality which persisted between 
traditional and Western-style demands; the encouragements given 
by the State to large-scale organization in certain industries; the 
crowding of population on a limited farming area ; and other social 
factors making for inequalities in access to capital and opportunity, 
with corresponding lags and leads in the process of modernization. 

The patterns of business organization which emerged in almost 
bewildering array led in turn to an equal diversity in the play of 
forces determining prices, output, and technology. This greatly 
complicates any attenij)t to arrive at summary judgments as to how 
Japanese capitalism really functioned. One may say that the modern 
Japanese econoiri}^ was developed mainly by private enterprise, 
operating within a framework imposed by social tradition and a 
good deal of conscious political manipulation. But terms like 
capitalism and private enterprise do not tell us much. They can 
cover a great variety of ways of organizing productive resources to 
meet the demands of a community. Too often in the case of Japan 
there is a tendency to apply easy labels, derived from Western 
experience. They may only obscure the complexity of the facts. 

One of the most important questions to be faced, nevertheless, 
concerns the system of enterprise and controls which shaped the 
course of Japan’s prewar economic development. For the processes 
of growth — new products and methods of producing them, growing 
pools of capital and skills, widening markets at home and abroad, 
etc. — were not mechanistic forces blindly impersonal in their im- 
pulse and direction. They were an expression of human energies 
latent in great masses of people. They worked toward a set of goals 
reflecting the not always consistent aspirations of these people and 
their leaders. And they w^ere controlled by institutional values which 
were deeply rooted in the past but underwent progressive modifica- 
tion under the new influences at work. How the function of initiative 
and responsibility in this historic process was organized had every- 
thing to do wdth the rate and direction of economic growth. 
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Certain larger aspects of the enterprise system in modern Japan 
are left to Chapter 10. There the role of the State is examined, and 
an attempt is made to weigh various influences which gave drive and 
substance to economic development. Other chapters call attention 
to particular phases relating more particularly to the dynamics 
of capital formation, foreign trade, and other structural changes in 
economic life. Here it may suffice to describe certain dominant fea- 
tures of business organization, especially Japan’s unique blend of 
large-scale and small-scale enterprise, which was such a conspicuous 
aspect of her growth and technical modernization. Attention is 
focussed mainly on the later years, but much that is said is applicable 
as well to the earlier decades. 

The Small Establishment. First, one should recall the continuing 
importance of the small plant as the technical unit of Japanese 
production. The establishment of less than fifty workers, even less 
than five workers, has displayed marked powers of survival in com- 
petition with larger, more capitalistic establishments right down 
to the present day. 

Ill agriculture the single-family farm, either owner-operated 
or -tenanted, has remained the dominant form of organization. 
Through the prewar decades rice and other crops continued to be 
produced largely with the hand labor of 5 milbon peasant families 
cultivating holdings which averaged only 2.5 acres. Most of the 
service occupations, too, except for the public services, banking, and 
large-scale transport, were crowded with independent workers or 
small businessmen assisted b}^ their families and perhaps a few wage 
employees. This was true of retail and wholesale trade, for example, 
of construction and local transport, of amusements, and of the 
professions. 

•In manufacturing, as in mining and long-distance transport, the 
small establishment gradually lost ground. The reasons are obvious. 
A larger scale of production became more feasible as capital and 
technical experience accumulated. It also became more efficient with 
the widening of markets for standardized types of products. Signifi- 
cantly it appeared more prominently in the export branch of a 
number of consumer goods industries than in those industries pro- 
ducing for the home market. At home variety of style and design 
were more important, and the small producer had more ready access 
to the market. Finally, the average size of the manufacturing estab- 
lishment was raised in the later years by a grow'ing importance of the 
metalworking, chemical, and electric power industries. Here tech- 
nical considerations favored the large unit from the beginning. By 
1934 plants of 500 operatives or more had gained in the textile and 
metallurgical fields until they accounted for over half of the gross 
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output and employment of all plants in these industries classified 
as factories (normally employing five or more operatives).* 

"‘Even in factory industry, however, the small plant continued 
to demonstrate its competitive strength as the technical unit. As 
shown in Table 15, establishments of less than 100 workers still 
contributed over one third of total private factory production (gross 
value) in 1934. They employed about one half of all factory opera- 
tives, having maintained their share since 1919, and accounted for 
over one half of factory macliine capacity. During the next decade 
a substantial change in the industrial pattern was broiiglit about by 
the armament boom, and the measures of regimentation imposed by 
war governments. In Japan, as elsewhere, the exigencies of war coii- 

Table 15. Private Factories in Japan Proper: Percentage 
Distribution of Number, Employment, Motive Capacity, and 
Production, by She of Plant, 1919, 

(percentages) 


MOTIVE 

CAPACITY*^ GROSS 

(horse- value of 

FACTORIES OPERATIVES" POWER) OUTPUT 



1919 

193^ 

1919 

193^ 


1931, 

1931, 

All private factory 
industry 

100.0 

100.0 

100.0 

100.0 


100.0 

100.0 

5-9 operatives 

45.8 

56.5 

8.5 

11.8 


14.2 

6.9 

10-99 operatives 

49.1 

39.7 

35.9 

36.9 


46.2 

29.8 

100-499 operatives 

4.3 

3.1 

23.5 

22.0 

) 

t 

39.6 

25.1 

600 or more operatives 

0.8 

0.7 

32.1 

29.3 


38 2 

Textile industries 

100.0 

100.0 

100.0 

100.0 


100.0 

100.0 

6-9 operatives 

38.2 

47.4 

5.4 

7.2 


3.7 

4.5 

10-99 operatives 

54.4 

45.8 

31.8 

31.8 


15.7 

23.9 

100-499 operatives 

6.0 

5.4 

24.4 

26.4 

} 

80.6 

20.3 

600 or more operatives 

1.4 

1.4 

38.4 

34.7 


51.2 

Metallurgical industries 

100.0 

100.0 

100.0 

100.0 


100.0 

100.0 

6-9 operatives 

49.0 

51.5 

11.0 

10.6 


1.3 

3.3 

10-99 operatives 

46.7 

45.7 

37.7 

39.7 


9.0 

22.0 

100-499 operative.s 

3.6 

2.2 

22.6 

16.2 

? 

89.7 

17.0 

600 or more operatives 

0.7 

0.6 

28.7 

33.5 

( 

57.8 


■ Yasujl Koide, “Hompo Sangyo Kowl no Hendo ni Kansuru Shiryo,” Nagoya Keizni 
TdJeei Oeppo, vol. viii, no. 9, October 193(5, pp. 4, 18-19, 24-25, 58-.59. 
b Excludes supervisory, technical and clerical personnel, guards, messengers, etc. 
c Instilled capacity of prime movers and electric motors. The ambiguity of this concept is 
criticized in Table 10, above, and the discus.sion attendant to it. However, the figures as given 
here will at least suggest the large proportion of mechanical energy utilized in small- and 
medium-size plants. 
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f erred advantages on the large enterprise. Significantly, however, 
small- and medium-size factories tended on the whole to maintain 
their relative position through the thirties, clustering as subsidiary 
establishments around the great arms plants.^® ^ 

In manufacturing as a whole the small workshop remained even 
more important then the above figures would suggest. For this in- 
cluded over a million tiny household establishments too small to be 
classified as factories. More than half of them were nothing but one- 
man shops (“independents”) engaged in some sort of industrial 
activity. Although gradually declining in relative importance, these 
small plants with less than five operatives still contributed a quarter 
or more of Japanese industrial output during the early thirties. 
In 1930 their net product (value added by manufacture) is esti- 
mated at 832 million yen. This was 30 5^ of the product of all 
manufacturing industry, public and private. (See below, Table 38.)* 

Employment figures are more problematical. The 1930 census 
indicates, however, that private manufacturing establishments of 
less than five operatives afforded the principal field of employment 
for over 2.5 million persons, including entrepreneurs, their family 
members, and hired workers. 0ne tabulation from this source was 
given in Chapter 3 (pages 111-12) . From the official statistics one ar- 
rives also at the estimate in Table 16 of labor fo^ce in private manu- 
facturing in 1930 by size of establishments (excluding the building 
trades and government factories). 

'After a half century of industrial development, industrial w’ork- 
places too small to be classified as “factories” (five operatives or 
more)^" still afforded upwards of 50% of all manufacturing employ- 
ment in Japan, even when allow'ance is made for the fact that many 
workers were only engaged part-time, and that some were unem- 
ployed at the time of the census. By comparison, factories of over 
100 workers still furnished no more than 50% of industrial produc- 
tion, and no more than one third, perhaps as little as a quarter, of 
industrial employment. In 1930 there were 2,500 private factories 
in this class; but there were 60,000 smaller establishments employ- 
ing five to ninety-nine workers, and a million or more still smaller 
establishments engaging less than five persons. 

From these small industrial plants came most of the traditional 
necessities and luxuries of the people — foodstuffs, straw mats, foot- 
gear, silk fabrics, pottery, lacquerware, etc. They had also sprung 
up in other, newer trades producing for the foreign or domestic 
market such Western-style manufactures as bicj’^clcs, rubber shoes 

Sec Edwin P. Reubens, “Small-Scale Industry in Japan,” Quarterly Journal of 
Economics, vol. ix, August 1947, pp. 677-604. 

See Chapter 3, note 43. 
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Table 16. Labor Force of Private Manufacturing Industry in 
Japan Proper , by Sise of Establishment, 1930^ 


PERSONS ENGAGED 

OF NUMBER OP (PRINCIPAL OCCUPATION) 

ESTABLISHMENT ESTABLISHMENTS Number Percent 


Total 

1M0,0S8 

759,921 

100.0 

Independents 

665,533 

665,633 

14.0 

1-4 operatives 

612,271 

2,106,650 

44.3 

5-99 operatives 

59,643 

988,466 

20.8 

100-499 operatives 

2,178 

604,512 

10.6 

600 or more operatives 

413 

494,761 

10.4 


• The number of establishments of five or more operatives is the factory census tif^ure 
(Ministry of Commerce and Industry, Kojii Tbkeihyo 11930|, Tokyo, 1932, table 4). The num- 
ber of independents (onc-raan establishments employing neither family nor hired labor) is 
from the decennial census (Imperial Cabinet. Bureau of Statistics, Shbwa Oo-nen Kokusei 
Choaa Saiahu Uokokutho, Tokyo, 1938, table 41). The number of establishments of one to 
‘four operatives is the census total of employers, minus 40,000 estimated to own plants em- 
ploying five or more operatives. (The remainder of the factories were owned by joint-stock 
companies and partnerships not defined as employers by the census.) The actual number of 
plants of one to four operatives was somewhat higher, as some employers owned more than 
one. 

The number of persons occupied in the different categories is e.stimated as follows: (1) for 
plants of 100 or more <iperatives, factory employment at the end of the year jilus unemployed 
workers estimated by the census as 3.37c for all industry; (2) for plants of five to ninety-nine 
operatives, the same a.s above, with the addition of 40,000 entrepreneurs operating factories 
assumed to be in this cla.ss; (3) for plants of one to four operatives, a residual figure derived 
by subtracting the other clas.ses (and government factorie.s) from the census total for all 
persons gainfully occupied in manufacturing (industrial cla.ssification, ibid., table 47). Excluded 
throughout are persons gainfully occupied in construction (962,722) and in 162 government 
plants (153,348). 

This method of estimation tends to exaggerate the importance of plants of less than five 
operatives, especially since so many people in this category worked only part-time. The reasons 
are set forth in note 42 to Chapter 3, above, where a similar lahulatum is given using slightly 
different figures and including government factories. The conclusion given there may be re- 
peated here: The census figures may be taken as broauH' representative of the size and distribu- 
tion of the labor force (in terms of chief occupation^ but must be discounted substantially as 
a measure of actual employment. 


and toys, electric lamps, and machine parts. In major industries like 
textiles and pottery tliey mushroomed along with the larger fac- 
tories, either specializing in particular types of goods, or serving as 
feeder and finishing plants for the big enterprises. Osaka’s 211,500 
workers in 19132, for example, w^ere distributed among as many as 
31,800 industrial plants. Some 80% of these establishments in 
Japan’s premier industrial city had less than five emplovecs.^^ The 
same situation prevailed in Nagoya, likewise a center of textiles, 
foodstuffs, chemicals, and metal manufactures. 

“Commerce and Industry of 0.saka,” Commercial Japan, vol. 12, October 1986, 
p. 65. 
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The importance of household production in several industries 
throughout the country is indicated in the following percentages 
(1932) 


EMPLOYMENT IN VALUE OF OUTPUT IN 

PLANTS OF : PLANTS OF : 

Less than Five or more Less than Five or more 
five operatives operatives five operatives operatives 


Cotton fabrics 

48.2% 

51.8% 

31.1% 

68.9% 

Silk fabrics and mixtures 

66.2 

33.8 

57.4 

42.6 

Porcelain 

56.9 

43.1 

62.3 

37.7 

Wooden wares 

84.9 

15.1 

58.5 

41.5 

I.acqucr wares 

95.6 

4.4 

95.0 

5.0 


' If all establishments of less than 100 operatives are considered 
together, wt find tliat plants of this size contributed 45 to* 50% 
of the gross output of Japanese manufacturing in 1934/® Of the 
total amount of gainful employment in industry, they accounted for 
not less than 65%, and probably more. This is a conservative esti- 
mate wliich allow's for a large amount of part-time employment in 
small-scale industry’/® It may be contrasted with the corresponding 
figure for the United States. Here only 29% of all manufacturing 
wage earners were employed in plants of 100 workers or less in 
1935 ."^ 

Napoya Cliaraber of Commerce and Industry, Industrial and Labour Conditions 
in Japan, Napoya, lOSi, pp. 12-14. Employment and output in plants of less than 
five operatives arc residuals obtained by deducting the totals for factories (plants 
equipped to emjdoy five or more operatives), as given by the Ministry of Com- 
merce and Indu.stry in Kojo Tbknhyo^ from the totals for all plants, as given in 
Shokosho Tokeihjfu. Unfortunately the “all industry” returns of the latter are pub- 
lished for only a few industries. 

Factory output was valued at 9,390 million yen in 1934. Ministry of Commerce 
and Industry, Kbjo Tokt'ihifo (1934), Tokyo, 1936, p. 732. For home industry, gross 
output is estimated by the method employed by the Japan Economic Federation in 
National Income of Japan, IVS0~19S9, Tokyo, 1940, pp. 66-69 The Cabinet Bureau 
of Statistics’ ratio of home to factory output in 1930 (27%) is extrapolated by ref- 
erence to the share of the former in five branches of industry where data for 1934 
are available. This puts home industry output at 20 to 25% of total factory 
production. 

80 From certain municipal data and other evidence it is reasonable to conclude 
that the number of persons in establishments of less than five operatives was not 
less in 1934 than in 1930, the estimate above for the latter year being 2.8 million. 
Even if we cut this in half, to allow for part-time work and for possible overestimate 
of the number »)f persons actually employed, the result when combined with employ- 
ment in factories of less than 100 operatives gives the total share of plants of this 
size as 65% of total industrial employment. 

Statistical Abstract of the United States, 7940, cited, p. 803. This U.S. figure 
is not strictly comparable, since it is confined to wage earners and excludes the 
gas and electric industry as well as all manufacturing plants with an annual out- 
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Thus Japanese manufactures were still being produced mainly 
by plants of less than 100 workers, except where large-scale methods 
conferred a decisive advantage. The latter cases included the basic 
metals, heavy engineering equipment, gas and electricity, foreign- 
style paper, cotton and rayon yam, flour, sugar, cement, beer, glass, 
dyestuffs, and chemical fertilizers. On the other hand,^woven and 
knit fabrics of all types, many wood, straw, and celluloid products, 
porcelain and enamelled ware, brushes, rubber and leather goods, 
and most other consumer goods continued to come largely from the 
small workshops and medium-size factories which crowded the 
cities and dotted the rural landscape* Likewise, Japan’s principal 
exports of manufactures, except for raw silk, cotton yarn, and 
sugar, were the products of medium- and small-scale factories. 

As Uyeda, Allen, and others have shown, the small plant of five 
to fifty workers can hardly be described as a “feudal survival,” 
lingering on until the large factory should give the coup de grace. 
In many trades, including a number of export trades, it was Admira- 
bly suited to Japan’s complement of capital resources and skills. 
It could also be flexibly adapted and specialized to serve the varied 
market for Japanese manufactures at home, and changing demands 
from abroad. In certain fields it actually displayed a growing 
competitive superiority before the war. Relatively small independent 
weavers, for example, expanded their market more rapidly ihan 
their big competitors from 1931 to 1937. Specializing in individual 
fabrics and designs, they were able to improve their relati\e position 
as Japan’s export opportunities shifted progressively toward cot- 
ton and rayon goods of wider diversity and finer quality. Gradually 
Japanese industry as a whole was becoming organized on a larger 
scale, as one would expect. Yet the w'ide dispersion of manufacturing 
among small work places survived even the pressures of the arma- 
ment boom and war mobilization after 1938. It remains a striking 
characteristic to this day. 

Small-Scale Enterprise. One must distinguish, of course, between 
the technical unit of production — for example, a factory or a shop — 
and the business or enterprise unit. The latter is a more elusive con- 
cept, for it involves the location of decision-making responsibility for 
a business enterprise. In almost any field, particularly manufacturing 
industry, this function is apt to be more narrowly concentrated than 

put of less than $5,000. These differences, however, do not alter the comparison 
sipnificnntlv. 

82 Excellent brief studies of a number of these small-scale trades will he found 
in Teijiro TJyeda’s The Small Indnetriea of Japan, New York, 1938. See also John 
E. Orchard, Japan* a Economic Poaition, New York, 1930; and chaps. 13-16 by 
G. C. Allen in E. B. Schumpeter, ed.. The Induatrialization of Japan and Manchukuo. 
19SO-19jfO, New York, 1940. 
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the number of production establishments itself might suggest. Thus 
the plant is not to be confused with the firm, still less with the com- 
bine of which the firm may be a part. In joint-stock enterprise, 
moreover, the elements of ownership, investment risk, and managerial 
decision can be separated or combined in the most diverse ways. To 
locate entrepreneurial responsibility in any inclusive sense becomes 
a complicated matter. 

So much is heard of the great combine networks of prewar Japan, 
with their pyramids of concentrated control, that it may be well to 
begin by stressing the wide diffusion of entrepreneurial responsi- 
bility which has persisted through the major part of Japan’s eco- 
nomic life. The census figures of 1920-40 distributing the working 
po])ulalion by industrial status are of interest here. Though they 
suggest a more atomistic structure than actually prevailed in the 
prewar 3a'ars, they are highly significant. The pattern revealed by 
the census of 1930, for example, may be taken as representative of 
the situation after fifty to sixt^*^ years of economic modernization and 
growth. It reflects one of the cardinal features of that grow’th. 

Out of 29,019,(540 Japanese gainfully occupied in 1930, 6,149,944 
reported themselves to the census as “employers.”®* In other words, 
over 0,000,000 people operated businesses which were not incorpo- 
rated as juristic persons, but which employed some additional wage 
or family labor. Agi iculture and fishing alone absorbed 4,393,000. 
But there were 1,757,000 in nonagricultural pursuits as well. An- 
other 3,395,845 people were “independents,” who made a living on 
their own in one wa\^ or another with no hired labor or family helpers. 
Thus almost one third of the working population were still classed 
as entrepreneurs in some sense, so far as their principal occupation 
was concerned. 

'rahlc 17 gives an interesting breakdown of the Japanese figures 
j>ublishcd by the U.S. Department of State. Between the two broad 
categories of agricultural and nonagricultural occupations, the 
working ])opulation is divided about equally. Within each category, 
in turn, about one tliird are classified as entrepreneurs. The re- 
mainder were wage earners and family workers, except for 800,000 
managerial, technical, and professional persons and the 230,000 in 
the armed forces. 

Most entrepreneurs, it will be noted, are classified as “small” in 
Table 17. This Includes all farmers working less than 7.35 acres of 

liiiprrini C'ahinrt, Burrau of Statistics, Shown Oo-urn Kokusci Chosn Saishu 
ITokokunho^ Tokyo, 1038, t.iblc 41, p 202. An employer is defined as a person who 
is “nssisted, whether by an einidoycc or a member of his own family, in transacting 
his own business.” Corporation executives arc not employers; nor arc person.*? who 
only employ domestic servants. 
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Table 17 . Gainfully Occupied Population of Japan Proper, by 
Industrial Status, 1930^ 

ALL OTHER 

AGRICULTURE (INDUSTRY, TRAN8- 

AND FISHING PORT, SERVICES) TOTAL 

Number Per- Number Per- Number Per- 
(thousands) cent (thousands) cent (thousands) cent 


Total, gainfully 
occupied 

U,687 

100.0 

14,933 

100.0 

29,620 

100.0 

Entrepreneurs^ 

5,239 

35.7 

4,307 

28.9 

9,546 

32.2 

I.argc 

391 

2.7 

704 

4.7 

1,095 

3.7 

Small 

4,848 

33.0 

3,603 

24.2 

8,451 

28.5 

Employed workers 

9,US 

GIt.3 

10,626 

71.2 

20,074 

67.8 

Managerial^ 

2 

— 

817 

5.5 

819 

2.7 

Wage earners^ 

745 

5.1 

7,586 

50.8 

8,331 

28.2 

Family workers 

8,701 

59.2 

1 ,993 

13.4 

10,694 

36.1 

Armed forces 


— 

230 

1.5 

230 

0.8 

■ Data are from the Japane.se ccnsu.s 

of 19.30 and other 

sources, a.s 

compiled by 

the U.S. 


Office of Strategic Services and piihlished by the Depart merit of .State in National Inrome 
of Japan, Washington, 1945, p. 19t. “All Other” comprises mining, manufacturing, transport, 
communications, commerce, government, private professions, and domestic service. Persons 
arc classified according to chief occupntion, whether full- or part-time. 

Figures Include unemployed persons classified in the trades where, they were last em- 
ployed. The census slunved only 319,813 persons unemployed in October 1930, but unofficial 
estimates run Iwo or three times as high. 

b Employers plu.s indepemlent*., as given by the 1.030 census, M'hose businesses were not 
legalized as Juristic persons This excludes all corporation officials. “Large” entrepreneurs are 
defined as follows: in farming, tho.se operoting over 3 rho (7.3.5 acres> of land; in factory 
industry (establishments normally employing five or more operatives), all entrepreneurs; 
elsewhere, employers and independents having a net income, as reported for the business 
profits lax, of 400 yen or more. “Snmir’ entrepreneurs comprise all other employers and in- 
dependents, including all home indu.striaiist.s, classified in accordance with principal occupa- 
tion as reported by the census. 

e Includes corporation officials down through dcp’irtmcnt heads, and all technicians, en- 
gineers, doctors, dentists, teacher.s, priests, and other yirofcssionals requiring a “higher school” 
education or better. 

dA residual, after deducting other categories from the total. 

land (4.8 million). In nonagricultural trades it includes some 3.6 
million small merchants, industrialists, tradesmen, and other em- 
ployers or independents whose net income was reported for tax 
purposes as no more than 400 yen in 1930."^ Trade and home in- 
dustry (plants of less than five operatives) each accounted for 
around 1.2 million. The remaining third WTre widely scattered 
through the construction trades, catering and amusements, local 
transportation, and minor services. 

Here we find added confirmation of the family pattern of Japa- 

84 This 400-yen limit was hardly $200 at current rates of yen-dollar exchange, but 
represented something more than $200 would have bought generally in the United 
States at the time. 
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nese agriculture. Some 36% of the people principally engaged in 
farming were farm operators, either owners or tenants. The re- 
mainder were mostly members of their families; wage labor was 
negligible in amount. By contrast, industry and the service trades 
as a whole now recruited their labor on a wage basis. Yet one in three 
persons in these nonagricultural pursuits, taken together, was also 
an entrepreneur in some degree. In construction, workshop industry, 
and commerce the ratio was as liigh as one in two. In all manufactur- 
ing and nonrail transport it was one in four. By contrast, mining 
had developed from the 'beginning on a large-scale, capitalistic 
basis. It now showed a ratio of one unincorporated employer and 
independent to every thirty workers. Similarly in factory industry 
the ratio now stood at one to fifty. 

The persistence of small, unincorporated business is further 
revealed by comparing the census figures of Table 17 with statistics 
of Japane.se “companies.” Under the prewar Commercial ‘Code 
the latter include principally joint-stock companies {kabushiki 
katsha)y limited partnerships (goshi kaisha), and unlimited partner- 
ships {gomei kaislia). Even in 1900, after revision of the Com- 
mercial Code, only 8,598 such private concerns had been organized 
in all fields, excluding finance. Their paid-in capital and reserves 
were reported at 880 million yen. By 1930 the number had risen 
to 51,910, with paid-in capital and reserves of 16,837 million yen. 
(Joint-stock companies now accounted for about 40% of the total 
number and 80% of the capital; they represented around 4 million 
individual shareholdings.) Yet all but 1,150 of these 51,910 com- 
panies were in fields otiier than agriculture and fishing. By com- 
parison even “large” entrepreneurs in agriculture and fisliing num- 
bered 391,000, and in nonagricultural occupations 704,000. The 
individual proprietor accounted for a much smaller share of total 
capital and jiroductioii, of course. Even so, the corpc'rate form of 
organization, while it now dominated large-scale industry and trade, 
had yet to take over major sectors of tlie Japanese economy."* 

86 Tilt* numbrr of c«)iiipanirs in Japan Proper classified by types and fields in- 
creased as follows from 1900 to 1930- 


I’NI.IMITEll LIMITFO JOINT-STOtK 

PARTNhRSlIIPS PARTNERSHIPS COMPANIES TOTAL 



iim 

IVM) 

im) 

i:m 

1900 

1930 

1900 

1930 

Total 

IHlf 

8J525 


SS,995 


]9,m 

8^98 

b 1,9 10 

Agriculture 
and fishing 

14 

232 

126 

425 

81 

493 

220 

1,150 

Industry, in eluding 
mining 

274 

2,813 

1,271 

8,651 

1,009 

7,117 

2,664 

18,581 

Commerce 

455 

5,172 

1,828 

13,645 

2,914 

8,874 

6,197 

27,691 

Transportation 

41 

3U8 

,386 

1,274 

250 

2,906 

627 

4,488 


Data are from Japan, DcpartiinMit of Finance, Financial and Economic Annual of 
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Just what is meant here by “entrepreneur” should be understood. 
To the American or European the term connotes a degree of inde- 
pendence and middle-class well-being associated with owning and 
controlling one’s own business. In Japanese society this is found 
among the “large” entrepreneurs and some of the smaller ones — 
substantial peasant proprietors and town merchants, small factory 
owners, independent doctors and lawyers, etc. These classes con- 
tributed importantly to Japanese economic development through 
venturing their savings and energies in new and productive activity. 
Along with managerial and professional personnel in the salaried 
category, they carried through the innovations in technology and 
organization. 

Also classified as entrepreneurs in Table 17, however, are vast 
numbers ol‘ smaller businessmen whose economic status was no 
higher than that of the male baetory hand, and who might have 
even less in the way of capital resources or modern skills. In agri- 
culture, for example, there ^\ere millions of tenant farm-operators 
near the bottom of the Japanese income scale. Other entrepreneurial 
groups included .such independent craftsmen ns the carpenter, the 
fisherman, tlie barber, and the matmaker, together with less skilled 
indcj)endent workmen — e.g,, ricksha- and cart-pullers — who wvvr 
little more than day laborers. Taxable earnings in averaged 

only about 1 yen ])er day among the 1 (>8,000 “small” entrepreneurs 
in transportation and tlie 1,214,000 in wliolesale and retail trade. 
While the labor performed in these services player! its part in 
fJaparr.s economic growth, its unit efficiency necessarily remained 
low. There was little scope at such levels for entrepreneurial initia- 
tive in technical innovation. Nor was there ujuch incentive so long 
as the growth r)f population crowded such. occu]>ations with masses 
of ])coplc unable to find a better livelihood elsewhere. 

F.ven in industry the independeiKe of the small businessman was 
likely to be more apparent tlian jcal. Often he securc'd his raw ma- 
terials, his credit, and his markrd from a merclianl or a large in- 
dustrialist whose financial lesources and knowledge of market con- 
ditions far exceeded his (^wn. Small plants prodiicing for the national 
or foreign market in })articular were dominated by the great banks 
and industrial and trading corporations through a network of 
financial and commercial relalionshi])s. To cite one instance, the 
Mitsiii interests built up an investment of 150 million yen in whole- 
sale and retail eommerec* before the war. Mueli of it was handled 
through a single great trading company, IVIitsui Ibissan, which was 
backed by tbe powerful Mitsui Hank, and liad afliliates and offices 

Japan, passim. “.loint-vStock Companies” in 1930 include forty-one joint-stock limited 
partnerships. 
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all over the world. Similar enterprises were developed by other com- 
bines, e.g., Mitsubishi, Okura, Sumitomo, and Yasuda. These big 
trading companies were heavily engaged in domestic as well as for- 
eign activity, making loans to small producers either directly or 
indirectly through local merchants and banks, and acquiring rights 
to the disposal of their product in one way or another. While there 
were thousands of medium-size trading companies of all sorts, and 
hosts of still smaller merchants, the larger concerns were financially 
able to exercise far-reaching influence over the sphere of small-scale 
production as well ns tliat of marketing. The small fellow at the 
bottom of the pyramid, whether industrialist or merchant, might be 
reduced virtually to tlie status of a wage worker, squeezed between 
the price he ])aid for his credit and supplies and the price he could 
get for his product. 

Yet e(pially it was this larger framework of finance and distribu- 
tion which gave competitive strength and resilience to the whole sys- 
tem of small-scale y)roduction. The small ])rodiic*er was able to reach 
out to wider markets beyond the neighborhood only by virtue of the 
entrepreneurial risk taking, the improved quality standards, and 
the contacts which were thus afforded. If the system was exploitative 
in the sense that financial resources and business acumen were on the 
side of the large capitalist, it nevertheless represented a skillful 
utilization of Japan’s limited capital resources and technical ei^peri- 
ence to employ a large and expanding population in productive 
pursuits. 

So varied were the iruhistrial and commercial arrangements in 
this vast sector of the Ja])anese economy that it is difficult to gen- 
eralize regarding the response of prices and production to changing 
market conditions. Where the small craftsman merely served his 
immediate neighborhood, the concept of a market for labor or capital 
or the finished y)roduct lias only the most localized meaning. This 
remained true of a large segment of economic life. In the trades 
suy)y)lying wider markets, on the other hand, it is obvious that ef- 
fective business influence over credit and prices was concentrated 
much more narrowly than the wide diffusion of ownership might lead 
one to suy>pose. Hut even here, despite the marked advantages en- 
joyed by the big buyers and supydiers, one finds comy)aratively lit- 
tle evidence of centralized coordination of the market for the 
products of small-scale yiroduction. The prevailing organization 
tended to remain quite atomistic in structure. 

In agriculture, it is true, the government stey)ped in after 1917, 
both to encourage the formation of cooperatives and to attempt to 
stabilize the price of rice. I-ater in the interwar yieriod it began to 
experiment — none too successfully — with the organization of associa- 
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tions of small industrialists and traders, particularly to relieve cut- 
throat competition in the export field. The intensity of competition 
which persisted in the small-scale trades is attested, however, by the 
difficulties encountered in all such efforts to control output or to 
regulate prices, wages, and working conditions. (See Chapter 10.) 

Sellers’ competition tended to be ruthless wherever numerous small 
industrialists supplied a common market. Individually the little 
man could exert no influence on price. He had to ad just himself as 
best he could to the over-all conditions of demand and supply. 
Entry of new producers was comparatively easy; typically it re- 
quired only a modicum of capital and technical experience. Hard 
times took effect in extensive underemployment, or in the sweating 
of labor at substandard w'ages. Disadvantages of size, location, or 
equipment could often be offset by lower wages or poorer working 
conditions, especiallj" where the employer relied on family labor. 
Such conditions were inherent in the abundance of labor, and in the 
comparative freedom of the small producer, within the limits of his 
resources, to conduct his owm business, risking his tiny savings or 
negotiating a small loan, engaging his labor and arranging the 
production process, and seeking such outlets for his product as his 
local horizon afforded. 

When one speaks of the enterprise system in prewar Japan, there- 
fore, full allowance must be made for a wide diffusion of ownership 
and entrepreneurial initiative through a great part of the Japa- 
nese economy. Equal emphasis must be yilaced on the structure of 
overhead controls which concentrated major innovations and de- 
cisions shaping the direction of national development in the hands 
of the government and the zaihatsu. Yet it was the opportunities 
which arose for the expansion of small erlerprise, and the adapta- 
tion of small businessmen to these o])portunities, which explains 
Japan’s economic growth in consideiabie degree. If the dynamics of 
economic expansion ow’ed much to the Mei ji bureaucrat and the 
Mitsui executive, its substance came in no small measure from the 
responses and capacities of the small peasant, trader, and in- 
dustrialist. 

This question of the potentialities of the small enterprise is of 
immense importance in the future industrialization of other Far 
Eastern countries. The virtues of decentralized, small-scale industry 
are not unmixed with social evils, of course. Here one is apt to find 
the longest hours, the most unsanitary working conditions, the most 
severe exploitation of children — often by tlieir own yiarents. The 
system frequently enables the big capitalist to load commercial risks 
on the small entrepreneur, who is least able to bear them. Likewise 
well known are its disadvantages in terms of marketing and produc- 
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tion efficiency, as well as economic planning and control. Particularly 
as a transitional stage, however, and even thereafter, it has much 
to recommend it wherever technical conditions do not rule it out. 
By comparison with large-scale industry, it economizes on the need 
for large units of capital investment and for those technical and 
managerial skills which are most difficult to acquire, while spreading 
incentives to capital formation and modest technical innovations 
among masses of small producers. It can more easily be dispersed to 
take advantage of local materials, markets, and pools of underem- 
plo^'ed labor. Especially is this true where a broad framework of 
education, bank credit, electric power, and distribution facilities is 
provided, as in the Japanese case. Nowhere else, unless in certain 
basic public improvements in land, are the immediate returns per 
unit of investment likely to be more immediate. 

In any densely populated, capital-poor country, economic growth 
can hardly make significant headway without capitalizing in one 
way or another on the enterprise and energies latent in the small 
businessman. With all of the twentieth century technology now at 
hand, this ])resumption still holds. The Japanese experience with 
both small and large-scale organization deserves more study than it 
has yet received -- particularly the ways in which the two were com- 
bined and integrated. 

The difTerence between Japanese and Indian industrialize *^100, 
for e\am])le, is particularly instructive as regards the contrasting 
relations between modern and traditional industries. Factory enter- 
prise developed more rapidly in Japan than in India after 1900; but 
it appears to have been much less destructive of cottage and work- 
shop industry. To a far greater degree the Japanese succeeded in 
modernizing the production technique of the small establishment. 
More important, they strengthened it with external economies intro- 
duced bv large-scale organization in the supply of raw materials, 
working capital, and markets. The whole process of industrialization 
was more rapid and more pervasive as a result, and some of its social 
dislocations were moderated. 

The reasons for this difTerence are too complex to examine here. 
They comprise all those factors which served in Japan to alleviate, 
though not to prevent, the profound dualism observable everywhere 
in Asia where modern capitalistic enterprise has developed in con- 
flict with traditional modes of economic life. One suspects that the 
mere geographic compactness of Japan and its island character had 
a good deal to do w’ith the difference. Here it w'as far easier than in 
continental India or China to diffuse new ideas and skills through 
the countryside; to draw a large proportion of the people into new, 
urban occupations; and to create eas^^, efficient ties between rural 
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industries on the one hand and the factories, banks, and merchants of 
the cities cn the other. Here, too, a national network of electric 
power could he more readily created through clieap water transport 
of coal and the development of dispersed hydroelectric resources. 
Contrasting social traditions also made for decisive differences; in 
Japan there seems to have been a more eager and flexible response 
to the introduction of capitalistic incentives and industrial discipline 
among millions of small businessmen and workers. 

Finally, the Englishman as a foreign entrepreneur in India, like 
the Dutchman in Java and the American in the Philippines, found 
it both more rlifficult and less profitable to adapt to new purposes the 
traditional fabric of industrial organization. The Japanese business- 
man was working in his own country and among liis own people. 
And his aclivities were subject to the surveillance and control of a 
government which, while not unduly ])reoccupied with the interest 
of the small fellow — to put it mildly — was a regime independent of 
foreign domination and concerned with Japan’s own autonomous 
development. 

The Great Combines. At the other pole from the family farm and 
workshop w'cre the towering combines which dominated the large- 
scale industry and commerce of prewar Jay)an. 'I’he one, like the 
other, was a sign of Jaj)airs late entry on tljo path of industrialism; 
but it also reflected her ambition to acquire the sinews of national 
povier as rapidly as possible. Political pretension tlius reinforced 
economic circumstance to develop in combination such extremes of 
economic organization as few countries in history have displayed 
side by side. 

The pattern of small enterprise in most fields was dictated bv 
Japan’s poverty in capital, as well as in advanced technical and 
entrepreneurial skills. A national framework of banking and trans- 
port could hardly be created on ttiis basis, however. Nor was it 
adequate for the heavy industries csseidial to military strength -- 
mining, metallurgy, machinery", and chemicals. From the beginning 
they required large units of Investment in ca])italistic establishments 
o])eratcd on a large scak . As described in Chapters 1 and 10, such 
enterprises were launched early in the Meiji period by the State 
and various financial magnates, acting in con junction. Although the 
State soon withdrew from active part iciy)at ion all but a few selected 
fields, especially banking, railways, and steel, it continued to lavish 
patronage on the few families and groups able to command the 
necessary capital and technical experience. Out of this situation 
grew the great financial aggregations known as the zaihnisu (money 
cliques). With the advantages gained in the early years, they were 
able to develop far-flung networks of business enterprise which 
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maintained their predominance in large-scale finance and industry 
for sixty years. 

One can list ten to twenty zaibatsu in prewar Japan, depending 
on the scope of the definition. Four were outstanding, however, until 
their preeminence was challenged by the new war-created combines 
of the thirties. There were Mitsui, Mitsubishi, Sumitomo, and 
Yasuda. Others were important in restricted fields: Furukawa in 
copper and electric power; Shibusawa in banking and engineering; 
Kawasaki in sliipbuilding, locomotives, and steel products; Asano 
in cement and steel; Okur4i and Kuhara in mining and engineering; 
etc. The Big Four were distinguished not only by their size but also 
by the spread of their interests through industry, commerce, and 
banking. Especially strategic were their powerful banks, which in 
turn gave them tremendous influence tlirougliout Japanese economic 
life. 

Each of the Big Four combines remained a family enterprise in 
some degree. The exact pattern of control varied from one to an- 
other. The Sumitomo interests were almost entirely owned and 
directed by the single head of the family. The Mitsubishi combine 
was controlled by two Iwasak'i families, with common policy re- 
sponsibility vested alternately by custom in the eldest son first of 
one family, then of the other. The eleven brajiches of the Mitsui 
family acted ns a unit in accordance with formal household ^ules, 
last revised in 1900. '^l'‘hey held 90% of their wealth collectively. 
Polici(*s were decided tlirough a family council presided over by the 
head of tlie elder son’s family. While the zmhaisu families invested 
largely in ecjuitics, and thus retained ownership control over im- 
mense properties, their practice increasingly was to vest managerial 
responsibility in hired executives {hanid). These men were carefully 
selected, trained, and rewarded for their skill and clanlike loyalty 
to the house. 

Internally the devices em])loyed to concentrate control below 
the family level were tlie familiar techniques of Western corporate 
practice, reinforced by the Japanese penchant for disciplined, group 
action. Each cf)inbine was dominated by a closely owned holding 
company. Here the bulk of the house fortune was usually concen- 
trated, though the family might invest directly in operating enter- 
prises as well. Control was then extended through a network of sub- 
sidiaries and affiliates by intercorporate stockholdings, interlocking 
directorates, management agreements, and loans from the combine 
bank. This gave a degree of cohe.sion and unity wdiich might extend 
even to companies only 10 to 20% of wdiosc stock was actually held 
by the combine. Sujiplcmenting the more formal instruments of 
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control was of course the tremendous financial power latent in the 
hands of the executives at the top levels. 

The House of Mitsui was the largest and most powerful of these 
financial aggregations. Unlike the Mitsubishi and Yasuda com- 
bines, which first gained importance in post-Resto ration shipping 
and banking respectively* the Mitsuis were important bankers 
and traders as early as tlie seventeenth century- They played a 
leading role in financing the Restoration movement and the govern- 
ments which followed. Like the other houses, they received numerous 
privileges in return whicli enabled them steadily to expand the scope 
of their activities. From commerce and banking they went into min- 
ing and lumbering. In subsequent decades the great family holding 
company, Mitsui Gomei, the Mitsui Bank, Mitsui Bussan (trad- 
ing), and Mitsui Kozan (mining) extended their interests into 
textiles, shipping, warehousing, sugar, metals and machinery, and 
scores of other branches of industry. Whereas Yasuda remained first 
and foremost a banking combine, and Mitsubishi and Sumitomo 
were preeminent especially in the mining and equipment industries, 
Mitsui branched out in all directions, both at home and abroad. By 
1937 the House was said to own properties with a market value of 
1,635 million yen ($470 million), giving control over a business 
emy)ire many times this size.®* 

The Mitsui empire in 1945, on the eve of its dissolution, is de- 
picted in Chart 1, on ])ages 218-219, based on postwar American 
investigations. The eleven branches of the family jointly held wealth 
now' amounting to some 600 million yen in the paid-in value of 
securities. Most of it was in the shares of the holding comy>any, now' 
Mitsui Honsha, and other top companies. The Honsha in turn con- 
trolled dozens of subsidiaries, as did Mitsui Bussan, Mitsui Mining. 
Oriental Cotton Trading, etc. Some Mitsui inter(‘st held over 10% 
of the stock of about 90 comymnies. When their subsidiaries in turn 
are added the number reached about 300 to 350. The leading 80 
companies of the combine, where Mitsui control averaged 50%, had 
over 3 billion yen of paid-in capital. While there is some inter- 
( oryjorate duplication here, the actual control extended much fur- 
ther. For example, Mitsui Bussan, with a paid-in capital of only 
100 million yen, had assets of 6,400 million yen in 1945. The paid-in 
capital of all acknowledged Mitsui companies amounted to 5.7% 
of the y)aid-in capital of all Japanese cory^orations in 1944, accord- 
ing to a Mitsui report.®^ 

«« Olaiid D. Russell, Th» Uoustt of Mitsvh Boston, 1JK39, p. 4 

87 The facts in this paragraph are taken from the U.S. Department of State, 
Report of the Mieeion on Japanese Combines, part 1, Washington, 1946, pp. 106-18. 
This postwar investigation is a mine of information on the zaibatsu, and is exten- 
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The other combines likewise employed the device of intercorpo- 
rate stockholding to pyramid business controls on a scale without 
parallel in the history of Western industrial nations. In this phase 
of business technology the Japanese were apt students. Yasuda 
Hozensha, the holding company of the Yasuda combine, valued its 
assets at only 140 million yen at the end of 194}4*; its own capital was 
onl}' JO million. Yet through its stockholdings in Yasuda subsidi- 
aries, especially financial institutions, it “directly controlled assets 
in excess of forty billion yen in banking enterprises and two billion 
yen in other enterprises.”*’’! Sumitomo Honsha was itself a great min- 
ing operator, but in 1945 it also had investments of 32(> million 
yen in 123 other com})anies and over 30 industries. Its 18 admitted 
subsidiaries had assets of 13.9 billion ^^en.**® Mitsubishi’s importance 
in the tlapanese economy can be illustrated by citing its share in the 
control of various spheres of activity" in 1944: shipping and ship- 
building, 25%; coal and metals, 15%; warehousing, 16%;^ bank 
loans, 10% (Marcli 1945); electrical equipment, 21 to 35%; flour 
milling, 507c ; sheet glass, 59% ; sugar, 35% ; cotton textiles, 15%.®® 
All such estimates of zaihatsa “control” are necessarily partial, 
and they can be misleading unless one is careful to note the fields 
to which they are restricted. The}^ show nevertheless the tremendous 
concentration of entrepreneurial control in majo'* sectors of prewar 
Jaj)anese industry, finance, and commerce. Even if the seventeen 
leading combines are defined so as to include only companies in which 
they held 257’ more of the stock, tlieir aggregate paid-in capital 
was nearly one fifth (18%) of the paid-in capital of all Japanese 
joint-stock companies in 1935."^ Even greater was the concentra- 
tion of control in the banking, insurance, and trust business. This 
grew' steadily with the failure and absorption of hundreds of small 
banks during the twentic.s. On the eve of World War II, the seven 
hig private banks of the country — each wdth assets exceeding 1.5 
billion 3 ^en ($350 million) — held nearly 60% of the total assets 
and the deposits of “ordinary” (private, commercial) banks. To- 

sivcJy drawn upon herr. I’houph its .statistk’s relate primarily to the Jate war years, 
its analysis appears to Ik* applieable in large part to the earlier history of the 
combines For an excellent picture of big business in Japan during the interwar 
period see also the writings of (J. C. Allen, especially “The Concentration of Eco- 
nomic Control in Japan,” Economic Journal, vol. xlvh, June, 19'37, pp. 271-86, and 
chaps. 12-22 in .Sehun>]>eter, ed., op.eit.. New York, 1940. 

f<f^Riport of thi Mission on Japanese Combines, eited, p. Kt. This estimate is 
hased on the assets of only the y>rincipnl subsidiaries controlled bv the Hozensha, 
and docs not include comymnies controlled bv these subsidiaries. The 194.5 figures 
reflect the wartime inflation of prices, which greatly expanded the assets of 
Yttsnda’s financial institutions. 

»vihid., p. \1*. 

wo Estimates quoted in ibid., p. 133. 
ibid., p. 7. 
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gether with the six leading government banks, they accounted for 
over half of the capital and deposits of all banks. Four of the seven 
were the Mitsui, Mitsubishi, Sumitomo, and Yasuda Banks. In the 
others the lesser zaibatsu were also prominent: the First (Shibusawa, 
Furukawa, Kawasaki) ; the Sanwa (Yamaguchi, Konoike) ; and 
the One Hundredth (Kawasaki).** 

Many factors entered into the historic growth of the Japanese 
combines. Some were social and political, others of a more economic 
and technical character. In a real sense the zaibatsu carried over into 
modern times, but with a new tempo of innovation, the traditions of 
merchant guild organization, and of clan monopoly in trade and 
manufacture. The spirit of hierarchical organization, of leadership, 
subordination, and group teamwork, found fresh expression in the 
new world of corporate finance and industry. The ancient practice 
of primogeniture, another aspect of family relationship, likewise 
helped to perpetuate great family fortunes under unified and con- 
tinuous management, especially as it was sometimes qualified to 
permit the family headship to pass by the eldest son where he was 
unfit for responsibility.*® 

The political and legal framework of post-Restoration Japan, 
partly because it grew out of the same background, was likewise 
congenial to the concentration of control in big business. Public 
policy in this realm is discussed more fully in Chapter 10, but re- 
quires brief mention here. Completely absent was the suspicion of 
concentrated business power rooted in the political philosophy of 
modern America or Britain. Throughout the prewar decades no 
anti-trust or fair-trade laws worthy of the name were ydaced on the 
statute books.®* Company and banking laws were notoriouslv lax in 

®2 Headquarters, U.S, Army Service Forces, Civil A faint Ilandhook, Japan, 
Ssetion 5: Money and Banking, Wasliiiigton, 1944 pp. 12-13, 63. 

»3 Although the terms of the law arc not always a reliable guide to practice, pre- 
war Japanese law reflected the spirit of family solidari»^y — “the family state” — and 
operated to preserve it against corrosive influences. The head of a “house” had the 
legal duty to support members of the house, who in turn had certain obligations 
to him. Und»*r the law, for example, they could not choose a place of residence or 
a spouse without his con.sent. LegsUy the eldest son normally succeeded to the head- 
ship. He could not be deprived, by will or otherwise, of more than half of the 
estate. Also, the Inheritance Tax T.aw of 1905 permitted higher exemptions and 
lower tax rates where succession was to the headship of the house, and not merely 
to the property of a member. Such legol safeguards helped to preserve family hold- 
ings from being dispersed. They also facilitated collective management of the 
personal holdings of family members as in the great combines. See Report of the 
Miesion on Japaneatt Comhinea, cited, part 1, pp. 34-36. 

A League of Nations report summarized the situation in Japan as follows in 
1927, using information supplied by the Japanese government: “Japan has no par- 
ticular legislation forbidding or establishing control over trusts and cartels. The 
judicature has not concerned itself with this question.” Review of Legislation on 
Cartels and Trusts, Geneva, 1927, p. 46. Later, in 1931, the Major Industries Control 
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their safeguards for the small investor or the consumer. The Japa- 
nese tax system by modern standards was likewise very lenient in its 
treatment of large property incomes, especially before 1920. Par- 
ticularly where political influence could be exerted on the tax col- 
lector the s3'stematic evasion of business and personal income taxes 
was commonplace. 

More positively, Japanese governments looked to the zaibatsu for 
aid and assistance in flnancing public budgets, in building foreign 
trade and colonial enterprise, and in creating the heavy industries 
required by the Army and the Navy. Especially where strategic in- 
terests were involved the political authorities were disposed to afford 
maximum opportunity for entrepreneurial initiative, at least by 
certain “chosen instruments,” and to seek to minimize the risk 
deterrents by quasi-monopolistic grants and subsidies. The com- 
bines, as they grew in power, came in turn to exercise pervasive in- 
fluence in tlic government itself. They contracted close family and 
business affiliations with leading bureaucrats. They financed the 
major political parties. Their top executives moved in and out of 
official agencies like the Bank of Japan or the Ministry of Com- 
merce. And they operated as virtual partners of the government in 
developing the semiofficial institutions like the Yokohama Specie 
Bank, the South Manchuria Railway, and other “national policy 
companies” at home and abroad. (See Chapter 10.) 

All these political perquisites and connections worked to the ad- 
vantage of the great financial houses, making it the more difficult 
after 1900 for any upstart to challenge their supremacy. The first 
real opportunity only arose in the thirties on the wave of Japan’s 
armament-building and overseas expansion. Now the older, more 
conservative combines took alarm at the recklessness of the mili- 
tarists. Although they ultimately supported the war effort, indeed 
played a leading role, they were inclined to be skeptical of the long- 
run profits to be gained, for example, out of the Kwantung Army’s 
plans for industrializing Manchuria. The unprecedented scale of 
Japan’s inflationary war expansion, as well as this cautious attitude 
on the part of the groups like Mitsui, served to bring to the fore 
a number of new combines such as Nakajima (aircraft) and Nissan 
(Manchurian development). Again the political and military aspect 
of zaibatsu enterprise was underlined. 

Given this political setting, and the general shortage of capital 

I.aw included a provision empowering the authorities to curb the abuse of monopo- 
listic power achieved through cartel agreements. The main purpose of the law, how- 
ever, was to foster such agreements, not to restrain them, and the policing power 
was little used in practice. ^'Industrial Control Law in Operation,” Oriental Eeono- 
mUtt vol. 1, no. 3, 1984, p. 14. 
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and experience for large-scale industry, the big combines enjoyed 
unusual opportunities for employing familiar business devices to 
concentrate power. Their prestige enabled them to hire the best 
business and engineering talent of the country. Their size and 
diversified interests made possible certain economics in management, 
in research, in the pooling of risks from new undertakings, and in 
integrated industrial and commercial operations. Their great trad- 
ing companies gave their manufacturing affiliates efficient cliannels 
of buying and selling. These companies also furnished instruments 
for aggressive pressure on independent competitors, and for con- 
trolling great numbers of small producers and merchants. Wherever 
cartels or control associations were formed, the combine networks 
were sure to be in a leading position. Their cooperation was essential 
to success. 

Most important as an instrument of expansion was zaibatsu con- 
trol of bank credit. Big banks and trust comj)anies were securely 
tied into each major combine by intercorporate stockholding, inter- 
locking directorates, and the “interrelated solvency” of these in- 
stitutions and their combine affiliates. They held the deposits of 
affiliated companies (as well as individual depositors) and w'ere at 
the same time their chief source of capital. They were also powerful 
instruments for extending control over competitors, customers, and 
suppliers. Such banking connections were especially important in 
a country where a wide public securities market was lacking, where 
corporations were prone to pay out most of their earnings in divi- 
dends, and where individual savings took the form mainly of bank 
deposits. The financial institutions of Japan, concentrated as they 
were in the hands of the government and big business, were the 
major source of capital for modern industry? chiefly in the form of 
loans or debenture purchases.®® Characteristically, therefore, the 
growth of combine industry was closely associated with the growing 
power of the zaibatsu banks (and their affiliations with semi-official 
banks). U.S. investigators of the system summarized this key fea- 
ture in these words: “Wliere some industrial and commercial enter- 
prises have access to capital far more readily than their com])etitors, 
the hardship to the latter is almost insurmountable.”®® 

98 A study of 669 companies whose shares were traded on the Tokyo Stock Ex- 
change in 1933 confirms this statement. Though eorporate savings were now a 
major source of industrial capital, the greater part continued to come from bank 
loans and debenture issues, the latter also purchased largely by financial institu- 
tions. The restricted share market is further evidenced by the fact that the average 
number of shares per shareholder in these companies was 12.5. a figure much higher 
than the comparable one for the United Stales. Industrial Bank of Japan, Survey 
of Japanese Finance and Industry ^ vol. i, no. l.jJunc 1949, p. 2. 

Report of the Mission on Japanese Combines, cited, part 1, p. 63. 
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Structure of Large-Scale Industry, This sketch of the combine 
networks leads naturally to questions of economic structure and 
market behavior in the industries where tliey operated. Here one 
must be cautious about generalization, because of complex varia- 
tions from industry to industry and the lack of information on actual 
market practices. 

One characteristic of large-scale enterprise in prewar Japan is 
striking. Despite the concentration of control evidenced in giant 
combines, there were few cases of outright monopoly by a single 
seller of a product or group of allied products. Obvious exceptions 
were the government railways and electrical communications, and 
the official monopolies on salt, tobacco, and camphor. In private 
industry, however, even with the lack of legal restraints upon mo- 
nopoly and “unfair” practices, the exceptions seem to have been 
rare. One was the Oji Paper Company, which for many years 
controlled 75% or more of the output of foreign-style paper.* Other 
instances could doubtless be cited in markets for particular types 
of industrial goods, e.g., machinery and equipment, where there 
w’as considerable product differentiation. Each combine tended in 
some degree to specialize, as described above. Generally speaking, 
nevertheless, it seems to have been difficult for any single firm or 
combine to secure and maintain a position so monopolistic that 
ready substitutes co\ild not be found in either domestic production 
or imports. IVIitsui and Mitsubishi each grew to giant size because 
of the variety of industrial and commercial enterprise brought with- 
in its control, and not because of its specialized domination of a 
single market. In other w'ords, the combination movement in Japan 
followed a pattern distinctly different from that in the United 
States at the turn of the century. Here such trusts as U.S. Steel, 
Standard Oil, American 'J^obacco, American Sugar Refining, and 
TTnited Shoe Machinery came to control (i5% to 95% of the capital 
and output in their respective fields. 

Far more prevalent in Japanese large-scale enterprise was the 
condition of oligopoly (fewness of sellers). Ow'ing to the importance 
of the small industries in manufacturing as a w'hole, oligopoly was 
much less pervasive in prewar Japan that in the industrial markets 
of the United States. Rut it w^as the rule in Japanese mining and 
metallurgy. It was also characteristic of heavy chemicals and ma- 
chinery, of shipping and shi})building, and of a few types of manu- 
factured foodstuffs, like sugar and flour, produced by highly 
capitalistic methods. Whether it became more or less prevalent in 
manufacturing as Japanese capitalism “matured” is hard to say. 
The capital goods industries requiring large-scale methods developed 
on this pattern from the time wdien they w'ere first organized by 
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financial magnates under the patronage of the Meiji governments. 
After 1900 it was characteristic that with certain variations, more 
or less the same group of combines, each with its far-flung interests, 
tended to preponderate throughout the heavy industries. 

The structure of large-scale enterprise, as it stood in the middle 
thirties, has been well described by G. C. Allen in The Industrializa- 
tion of Japan and Manchukuo^ cited above. In the steel industry, 
Nippon Seitetsu, newly formed by a merger of the government’s 
Yawata Iron Works with six private concerns, accounted for nearly 
all of the pig iron and 52% of the raw steel produced in Japan and 
Korea during 1934. The Japanese copper industry was controlled 
by the Mitsubishi, Nissan, Furukawa, Fujita, and Sumitomo in- 
terests. Five or six zaihat$u-eiffi\\Ated companies likewise dominated 
other fields of mining and metallurgy, usually with a close vertical 
integration of mines, smelters, and refineries. In coal mining there 
were 110 firms, but Mitsubishi and Mitsui controlled 50% of the 
capital. These two combines likewise built half the merchant ship 
tonnage launched in Japan during 1935. Similarly two to six in- 
dustrial groups controlled factories responsible for 70% or more 
of the production of rayon, dyestuffs, refined sugar, flour, cement, 
and sheet glass in Japan. 

In still other industries the big interests shared the market, or 
rather a complex of markets, with small enterprise. A well-known 
case is that of the cotton industry. Only the cotton import business 
was heavily concentrated. Here three big firms led by a IMitsui com- 
pany handled 40% of the trade, and twelve firms accounted for 
80%. In cotton spinning at the end of 1932 there were seventy-one 
concerns, six of which owned half of Japan’s total spindleage. The 
weaving trade, on the other hand, was divided between the weaving 
sheds attached to the large spinning uplls and innumerable small 
weavers each specializing in a narrow range of fabrics. The big 
firms together accounted for only about a quarter of the production 
and a half of the exports of cotton fabrics.*’ 

Another instance was the electric lamp industry. Here the large, 
mechanized factories of the Tokyo Electric Light Company long 
dominated the Japanese market, owing to the fact that it held the 
tungsten filament patent through affiliation with the General Elec- 
tric Company. This patent expired in 1927. Thereafter eleven in- 
dependent concerns of medium size developed to supply the bulk of 
the home demand for standard house lamps, buying parts and ma- 

97 Teijiro Uyeda and Tokijiro Minoguchl, Small-Scale Industries of Japan: The 
Cotton Industry t Tokyo; Japanese Council, Institute of Pacific Relations, 1936, pp. 
13ff. For a note on the highly effective cartel in the spinning industry see below, 
pages 280-81. 
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terials from numerous small manufacturers. Meanwhile there were 
some 2,000 smaller establishments, most of them family workshops 
concentrated in the crowded living quarters of Tokyo workers. 
Primitively equipped and chaotically organized, these “town” manu- 
facturers specialized in miniature bulbs such as found their way 
(via merchant employers and exporters) to the counters of 5-and-lO 
cent stores in the United States.®® 

A third industry, the pottery trades, is described by Allen as “an 
epitome of modern Japanese industrial organization.”®® Various 
branches of the market were served by all forms of enterprise re- 
producing simultaneously the stages of industrial evolution in the 
West from the seventeenth to the twentieth centuries. They ranged 
from the artist-craftsmen of Kyoto, through small plants specializ- 
ing in ordinary table and ornamental ware and coordinated by 
merchant entrepreneurs, to the large factories turning out industrial 
porcelain and lavatory equipment by highly mechanized ‘factory 
processes. 

It is easy to see why these industries and others like them present 
a wide array of production and marketing structures. The basic 
determinants were the variety of Japanese manufactures and mar- 
kets, and the adaptability of different industrial forms to their 
peculiar requirements, as influenced by the scarcity of capital and 
of advanced entrepreneurial and engineering skills. Earlier it was 
remarked that the small plant and the small firm were well suited 
to supply most of the home market for consumer manufactures, 
especially as the Japanese never developed a standardized national 
market even for widely used personal and household effects. In the 
export trade, too, with the conspicuous exception of raw silk, Japa- 
nese goods tended to be quite diversified. They catered flexibly to 
a wide range of consumer tastes. Where economic and technical con- 
ditions called for large-scale, capitalistic processes, however, the 
big combines preponderated as a group. Their command over capi- 
tal, their ability to hire the best technical talent, and their role as 
agents of State policy gave them decisive advantages in this realm. 

Less evident is the reason for the prevalence of oligopoly as op- 
posed to single-seller monopoly in the heavy industries. Particularly 
in a country where the market for many products of heavy indus- 
try was so limited, and where legal restraints were lacking, the con- 
trary might be expected. One factor was possibly the interest of 
the armed forces and civilian bureaucracy in preserving a degree of 

SB Teijiro ITyeda and Tosuke Inokuchi, Small-Scale Induetriee of Japan: Tho 
Electric Lamp Industry, Tokyo: Japanese Council, Institute of PaciAc Relations, 
1986, pp. 51F. 

Schumpeter, ed., op.eit., pp. 586ff, 
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rivalry among the big producers and importers of metals and ma- 
chinery. Competition offered certain safeguards to technical prog- 
ress. It also weakened the grip of any single business group upon 
the key industries and hence upon political power. Another factor 
was the rivalry among the various cliques of the Army and Navy, the 
bureaucracy, and the political parties themselves. Each liad its own 
personal and financial connections among the zaibaisu, which tended 
at least to disperse government contracts and otlier favors around 
the inner circle. The early affiliations of Mitsui with Count Kaoru 
Inouye and of Mitsubishi with Marquis Shigenobu Okuma arc cases 
in point. 

More important perhaps was a technical limitation. Once Japa- 
nese industrialization got well under way, the market for most types 
of industrial goods probably soon grew beyond the point where com- 
plete monopolization of any single category could have afforded any 
real economies of large-scale production or distribution, given the 
existing level of technology and managerial skills. In other words, 
the optimum-size operating concern, and still more the plant, fell 
far short of satisfying the demand. Whatever advantages accrued 
from grouping a number of operating companies within a single 
holding-company eni})ire could apparently be realized more effec- 
tively by combining a variety of types of enterprise rather than 
specializing in single markets. Under these circumstances the ])attern 
of oligarchy which characterized flapanese politics tended to assert 
itself in big business as well. It was easier, safer, and evidently more 
lucrative in the end to accept a division of the market rather than 
for any single combine to attempt to wrest the market from the 
others. 

The economies — or diseconomies — of the Japanese trusts are still 
little understood. To wliat extent w'as this clustering of all sorts of 
miscellaneous undertakings under unified ownershi]) and control con- 
ducive to economic or engineering efficiency .f* Doubtless the answer 
would vary from combine to combine, and industry to industry. 
Integration, both horizontal and vertical, undoubtedly afforded cer- 
tain economies of the usual variety. They Avoiild be expected in re- 
search and development, in marketing efficiency, in making the best 
use of managerial and technical talent. And many of the combine 
affiliates certainly pioneered in technological advance. In the case 
of Japan, as in that of the United States, however, one wonders if 
efficiency in mass production has not accrued more largely tlirough 
intraplant than througli inter]jlant economics.’^''' Esj)ccially where 

100 Teniporriry National Ficonomic Committee, Relative Efficiency of Large, Me- 
dium-Shed, and Small Huxinesf, 7fith (’onpress. Senate (’ornmitlee Print, Investiga- 
tion of Concentration of Economic Power^ Monograph No. 13, Washington, 1941, p. 9C. 
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the pyramided superstructure of ownership and control was ex- 
tended indiscriminately over scores of light and heavy industries, 
trade, banking, real estate, and even forestry — as in the Mitsui 
trust, for example'®^ — the advantages appear to have lain in good 
part in sheer financial size and bargaining power. The power of 
bigness tended to be cumulative in its effects except for the limit- 
ing human element, e.g., the increasing complexity of internal 
management. 

From a social standpoint one point in particular deserves further 
study, as it has a general significance for the problem of economic 
development. In the early stages of industrialization, the national 
market for such industries as metallurgy, equipment, and power is 
limited. There may accordingly be economic advantages in con- 
centrating production in the hands of a few firms in order to ap- 
proach more rapidly the optimum scale of operations. Even more, 
big private combines like the Japanese, or alternatively State enter- 
prise, may offer certain social gains arising from “combined invest- 
ment.” One difficulty facing any country on the threshold of indus- 
trialization is the fact that a yenture in any single big enterprise 
may be attractive only if the simultaneous development of other 
industries is undertaken. Investment to build an electric power in- 
dustry, for example, is encouraged by the simultaneous develop- 
ment of electric light and equipment industries. But the individual 
promoter looking at the power enterprise as a single venture may 
be deterred from going ahead by uncertainty as to whether these 
complementary industries will in fact develop and thus make profita- 
ble what would otherwise be a dubious undertaking. If comple- 
mentary enterprises are joined in a single program of development 
— whether at the hands of tlie government or of a private group — 
this reduces the risk estimates all around. It makes it more likely that 
interrelated innovations will proceed simultaneously, each creating 
the profit expectations of the other. When a combine (or the State 
as investor) can thus expect to capture part of the gains which 
accrue outside any single industry, a deterrent to that single in- 
vestment may be removed.^®* 

lot A partial list of Mitsui activities includes the banking, trust, insurance, and 
securities business; forestry and tea and rubber plantations; mining and processing 
of coal, bauxite, salt, lead, zinc, gold, sulphur, mica, co])per, and other minerals; 
real estate and general contracting; shipbuilding and marine transport; buying, 
selling, importing, exporting, and warehousing of commodities; spinning and weav- 
ing of silk, cotton, rayon, wool, and hemp; manufacture of human and animal food- 
stuffs, tobacco, beer, coke, dyes, pharmaceuticals, petroleum products, fertilizers and 
other chemicals, porcelain, pottery, brick, machine tools, mining and industrial 
machinery of many types, railway equipment, automobiles, radios, electric furnaces, 
cement, iron and steel, rubber goods, and aircraft. 

102 See P. N. Rosenstein-Rodan, “Problems of Industrialization of Eastern and 
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The channelling of investment into large-scale Japanese indus- 
try through the big financial groups may well have accelerated the 
country’s industrial development in this respect. The large com- 
bines, with their far-flung interests in manufacturing and trade, 
in shipping and shipbuilding, in mining and metalworking, in fuel 
and power, were able to anticipate more certain returns from new 
undertakings in particular industries by virtue of their parallel 
activities in related fields. Especially in the early stages their very 
size and diversification probably helped Japan over the hurdle of 
the small market, w’hich offers an obstacle to certain major innova- 
tions in any newly industrializing country. 

vThe zaibatsv may thus have fulfilled in some degree a function 
which elsewhere in tlie modern world is being assumed increasingly 
by State investment.^If so, the growth and diversification of the 
Japanese economy under private auspices was thereby hastened. 
Whether this continued to be true after 1920 is more problematical. 
Also, whether it was necessary or desirable that such extravagant 
rewards be lavished on the big capitalists is quite another matter. 

Competition X). Collusion, In the realm of market behavior, the 
size and diversity of zaibatsu interests had still other consequences. 
Little is known of the actual forces determining the price and out- 
put decisions of their operating subsidiaries. But their domestic 
activities took place for the most part in markets w^here there were 
a few big domestic sellers, and sometimes equally few buyers. This 
meant that any single firm enjoyed a wdde area of administrative 
discretion. Also its decisions as to prices, output, or investment were 
bound to be influenced by the response which it anticipated from 
its major compel hors. Under such conditions there inevitably are 
powerful incentives to collusion among mojor concerns, cither ex- 
press or tacit, and efforts to force compliance by lesser rivals. Thus, 
if single-seller monopolies wxre unconimoi; in Japan, and if inter- 
combine rivalries were keen, this d^^es not mean that markets where 
the big trusts dominated were competitive in reality. 

The sense of mutual interdependence among big business rivals 
in a market is apt to be characteristic of oligopolistic industries. In 
prewar Jay)an it may well hav** been heightened by two circum- 
stances emphasized by Eleanor M. Hadley.’”® One was the fact that 
more or less the same combines tended to face each other in a number 
of markets, but with each one enjoying varying degrees of strength 
from one market to another. This meant that a combine competitively 

South-Eastern Europe,” Economic Journal, vol. tin, no. 210-11, June-September 
1943, pp. 205-07. 

108 In a paper read before the Far Eastern Association, New Haven, April 5, 
1940. 
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strong in one field might nevertheless be deterred from cutting prices, 
or otherwise taking advantage of its strength, because of fear of 
retaliation in another field where its position was weaker in relation 
to the same rival combines. Collusive action across a broad range 
of markets would thereby be encouraged, provided a second condi- 
tion prevailed. The operating concerns within each combine would 
have to be centrally controlled and directed. 

From evidence gathered in postwar Japan, Miss Hadley believes 
that the combines did achieve a high degree of control over their 
operating affiliates. The top holding companies sought to keep a 
firm grip on major questions of policy throughout their major 
subsidiaries. This was done by various devices : ownership of shares ; 
interlocking appointments of key personnel; central sales agencies; 
banking pressure; and sometimes written contracts specifically re- 
stricting the autonomy of subsidiary concerns with respect to per- 
sonnel, investment, and operating policies. 

The coordination of policies within the single combine may thus 
have fostered coordination among rival combines in setting prices, 
regulating output, and maximizing profits. To what extent this 
actually took place it is extremely difficult to know. Within the 
typical combine there were strong tendencies to decentralization 
and managerial independence. Indeed, this was the very thing that 
the controls mentioned above were designed to combat. Managerial 
responsibility came to be centered increasingly in tlie hands of pro- 
fessional executives. Operating within a clanlike hierarchy of loyal- 
ties they nevertheless had strong personal and professional incen- 
tives to carry on their individual responsibilities with a large 
measure of autonomy.^®* Among the combines, too, there was a 

5'><Thc following comment by the British Shipping Committee in the late thirties 
is interesting, if inconclu.sive {British Shipping in the Orient^ London; H.M. Station- 
ery Office, 1939, p. 74) ; 

“233. The poliej of the Zaibatsu appears to be that each of the many concerns 
controlled should maintain its position as an independent entity and work for its 
own profit. We have been assured, for instance, that a Mitsui producing or trading 
firm would not hesitate to put even a foreign .shipping company into competition 
with Mitsui vessels if the foreign country offered better terms. None the less, it is 
obvious that in the main the whole group of companies financially controlled by a 
family interest will normally play into the hands of one another. 

“234. Under this system there is scope for competition between one Zaibatsu and 
another, and such competition has undoubtedly made itself felt among the great 
shipping companies, as for instance between the N.Y.K. (controlled bv Mitsubishi) 
and the O.S.K. (controlled by Sumitomo). Of late the Government has used its 
influence and the powers which it has taken under the Shipping lloiites Control 
Law ... to moderate such internal rivalry in order to prevent uneconomic com- 
petition." 

In explaining the inroads of Japanese shipping competition, the British Committer 
cited as “an important source of strength" the fact that in Japan, bv contrast with 
Britain, the ship-owner was apt to be controlled by the same interests which 
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good deal of evidence of dog-eat-dog rivalry. While this did not 
necessarily make for competition in the economist’s meaning of the 
term, it hardly bespeaks cordial and trustful relations. 

Increasingly after World War I, it is true, concerted efforts 
were made to organize cartels, associations, and agreements of one 
sort or another in the large-scale industries like copper, coal, and 
fertilizers. Their purpose was to fix prices, restrict output, follow 
a joint sales policy, or otherwise engage in practices in restraint of 
trade. Such measures wore stimulated by inflated production ca- 
pacity and capital values created by the war boom and the tempo- 
rary cutting off of foreign competition during 1914-19. In few 
cases, however, were they really effective so long as they relied merely 
on voluntary agreement. 

Only after 1931, when the government itself got behind the 
combination movement more actively, did cartelization on a national 
scale extend to many industries. Even then such agreements tended 
to prove weak in practice until the State finally gave them legal 
force in the interest of greater coordination and control of the 
economy. In 1931 when the Major Industries Control T^aw' was 
passed to authorize the enforcement of industrial agreements in 
designated industries, only 24 voluntary cartels were in existence. 
Most of them were inactive. By May 1935, there w'ere 25 “eom- 
pulsory” agreements, and 14 voluntary ones, beside 80 “industrial 
associations” mainly concerned with relieving cutthroat competition 
in the small-scale export trades. Even the semicompulsory cartels 
were restricted as a rule to a limited purpose. Often they were 
severely crippled by the refusal of powerful firms to cooperate.^ 
The full cartelization of major industries came only as a part of 
the strait jacket of war mobilization after 1937. (For further 
discussion of government ymlicy in this sphere, sec Chapter 10.) 

It can be argued lhat the very absence of strong cartels is itself 
evidence of widespread collusion by more informal means. If one 
was effective, w’hy bother with the other? The most successful, long- 
lived cartel was found in cotton spinning, where control was less 
heavily concentrated in a few combines than in most other large- 
scale industries.^®® Yet it testifies to considerable independence of 

originated and financed much of his business. It noted as a major exception, how- 
ever, the cotton textile industry, where much of the trade originated with inde- 
pendent firms. 

105 Keizo Fujita, “Cartels and Their Conflicts in Japan,” Journal of the Osaka 
University of Commerce^ no. 3, December 1935, pp. 65-109. 

106 The general secretary of the powerful Japanese Cotton Spinners’ Association 
once enumerated the factors responsible for progress in his industry. In typical 
Japanese fashion, he put “sincere effort by managements” at the head of his list. 
Then came capital, research, improved efficiency, etc., and finally “firm solidarity 
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action that eiforts to pursue monopolistic practices by express con- 
tractual arrangement should meet with so much resistance. Profes- 
sor Fujita, in the article cited above, emphasizes the intercompany 
struggles which went on in such cartels as cement and phosphoric 
acid. He lists numerous reasons why powerful interests often re- 
fused to cooperate in industrial agreements: confidence in their 
superior financial resources or production techniques, clique rival- 
ries, prejudice and ignorance, the desire to guard business secrets, 
dissatisfaction with cartel prices or quotas. These factors would 
operate in informal as well as formal undertakings to weaken the 
sense of interdependence which is the basis of joint action. The path 
of collusion was thus beset with difficulties. This remained true de- 
spite the absence of antitrust and unfair practice laws, the presence 
of a strong tradition of corporate activity to advance mutual 
interests, and, after 1931, official support of the combination 
movement. 

Evidently, then, the enterprise system in this realm of Japanese 
business was a rather indeterminate blend of sharp jealousy and 
mutual solidarity, of rugged individualism and collusive action. If 
rivalries were keen, they yet operated in a setting characterized by 
a propensity among the rivals to cooperate in abating the rigors of 
the free market. 

There is a striking parallel, as already mentioned, between 
Japanese politics and big business as regards the structure of 
power and the behavior of dominant groups. The concentration of 
political power never led to totalitarian dictatorship. Instead the 
various cliques represented in the ruling oligarchy vied with each 
otiier for prestige and influence around the emperor, while com- 
bining — except for extremists — to defend their common interests 
in the fundamental structure. Similarly, the business cliques con- 

between mills and self-sacrificing cooperation to safeguard the common interest.” 
Seitaro Kaiiiisaka, The Cotton Industry of Japan^ Osaka, 1934, p. 6. 

This trade association is of special significance, since it dominated the cotton- 
spinning industry from the beginning. Its functions included (1) the encouragement 
of technical iinprovenicnts, (2) regulation of com])etition for workers, (3) repre- 
sentation of the spinners in negotiations at home and abroad over markets, credit 
facilities, freight rates, taxes, etc., and (4) production control exercised on eleven 
different occasions between 1H‘)0 and 1936. (limitation of yarn output was apt to 
run into difficulties, as it tended to bring an increase in sjiindlcage.) In addition, the 
Association conferred a great advantage on its members through a unique monopo- 
ly of shipping space for raw cotton imported from India. Beginning in 1893 it was 
able to impose contracts on .fapanesc and foreign shipping firms by which the latter 
agreed to ship Indian cotton only for the account of its members, and, further, to 
grant a rebate to the Association on all such shipments. This arrangement afforded 
a source of income to the Association and gave its members a strangle hold on the 
spinning of cotton in Japan. In 1936 its sixty members controlled 97.8% of Japan’s 
total spindleage, 31.5% being controlled by the “Big Three” — Toyo, Dai Nippon, and 
Kanegafuchi. 
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tended among themselves in the market for power and profits, but 
recognized tlicir mutual interdependence in a broad area of joint 
interest. The entry of newcomers into large-scale industry was made 
difficult by ownci-ship of mineral resources, patent control, interna- 
tional agreements, and all the advantages of size, financial strength, 
and contacts enjoyed by those already dominant in the field. It is 
significant that a new group of zaibatsu rose to prominence only 
after 19^1 when new armament industries mushroomed, first in 
Manchuria under the aegis of the Kwantung Army and later in 
Japan itself. 

Ecojioviic Consequences of the Zaibatsu. Any full appraisal of 
the economic conscqucmces of the zaibatsu must take into account 
an extremely broad range of value judgments. So much has been 
said of the social evils latent in monopolistic aggregations of wealth 
and financial ])ower that it is easy to overlook other considerations. 
Market structure and business practice must be judged in part at 
least by their effects on long-run economic development. Beyond 
the size of profits is llic (juestion of how they are used. And the ulti- 
mate test of efficiency is not any particular structure of enterprise, 
but whether wide scope is allowed for initiative, whether steady im- 
provements take place in products and processes, whether output 
grows and diversifies with increasing maturity and falling costs, 
whether the system works for or against economic stability and the 
wise use of resources. 

In these terms one a])proaches with diffidence any summary ver- 
dict on the Japanese enterprise system as it developed after 1868. 
Moreover, the judgments applicable to 1890 or 1910 are nf)t neces- 
sarily valid in 19110 or 1950. 

Looking back at the broad history of the prewar era, one cannot 
fail to be impressed with the constructive role of tlic Japanese com- 
bines in technical progress, especially in the earlier decades. The 
zaibatsu were not merely ])olitical wire-pullers, or financial manipu- 
lators, or even rentier in\estors. '^I'hey performed an essential func- 
tion in large-scale enterprise which could otherwise have been 
performed only by the State, and not necessarily with greater public 
benefit. If they reaped fabulous gains, as they did, they continued 
to plough back the larger share in entrepreneurial investment in 
new and expanding activity. The new is always uncertain, and, as 
Joseph Schumpeter remarks, some degree of market power to ward 
off competition is apt to lie the condition of successful innovation, 
especially where large outlays are at stake. 

Very likely the concentration of control was “excessive” in vari- 
ous fields, even taking efficiency alone as the criterion. Yet the 
combines were able to risk major undertakings of a “combined” 
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character because they were large, and to gain substantial profits 
from new products and new processes even if rival firms subsequently 
copied them. By virtue of their resources they were able to com- 
mand and train the best business and engineering talent to staff 
their companies. Their operating companies pioneered many of 
the major innovations in banking, large-scale industry, and trade, 
capitalizing on the freedom and support extended by a solicitous 
government. In so doing they built a new framework within which 
their top executives reigned as oligarchs, but where millions of 
small businessmen also found new opportunities for productive 
activity. A good deal of zaibatsu activity itself, it is true, was 
centered in strategic industries which increased the national power 
of Japan more than her national income in goods and services. As 
emphasized elsewhere in this study, much of the real substance of 
her economic growth actually took place in other sectors of eco- 
nomic life which remained dominated by small business. Yet the 
two types of enterprise developed in mutual interdependence, de- 
spite their differences in organization and purpose, and the cur- 
rents of technological advance generated in the one flowed over 
into the other. 

Fortunately for Japan, the dangers of restriction and stagna- 
tion lat(‘nt in monopolistic concentrations of pu>ver were held some- 
what in check by one circumstance. This was tlie country con- 
tinuing dependence on imported materials and machinery, which 
made for vigorous competition in many domestic markets. Japan 
was forced to import all of her cotton, silk, wool, rubber, and 
aluminum; most of her iron, lead, zinc, tin, and petroleum; and 
large amounts of machinery, machine tools, vehicles, and equip- 
ment. Moreover, the combines wdth their numerous affiliates were 
apt to be heavy importers as well as domestic producers. Where this 
was true, they had a consumer interest in high quality and low 
price; perhaps also a merchant's and shipper’s interest in a large 
trading volume. The force of international competition could be 
moderated by tariffs, government buying, and subsidy. Sometimes 
it was entirely excluded. Through a very wide range of producers’ 
goods, however, it could not be eliminated without blockading the 
road to industrial expansion. 

Dependence on overseas materials thus served to restrain monop- 
olistic practices which in other countries have sometimes grown up 
on the basis of concentrated control of minerals and other basic 
industries, shielded by high tarifl's. The once great German complex 
of I^orraine iron and Ruhr coal comes to mind. In this respect (as 
well as others) Japan’s natural poverty was not without its com- 
pensations. Moreover, she exported up to 25 to 35% of her manu- 
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factures to foreign and colonial markets. (See Chapter 7.) Here 
competition was usually keen, especially where numerous small 
firms shared the market. In such industries — mainly consumer goods 
— competition in the export branch introduced complications in 
any effort to monopolize the domestic branch, until centralized co- 
ordination became a military necessity in the late thirties. It is 
significant that ivar mobilization was accompanied finally by the 
virtual destruction of normal foreign trade relations. Only in this 
way w^as it possible to build up numerous cartelized and subsidized 
industries whose costs and prices bore no relation to those of com- 
parable industries abroad. 

Against the technical achievements of the zmhatsn as capitalists 
and innovators in prcAvar Japan must be set the more repugnant 
social and political features of the system. If these aspects have 
not been dwelt upon here, it is not to minimize their significance. 
Extreme inequalities of wealth and income characterized Japanese 
capitalism from the beginning. (See Chapter .5.) Under different 
forms this perpetuated the inequality of status and opportunity 
which runs so decyily in Japanese history and tradition. The actual 
concentration of economic power went even beyond the concentra- 
tion of property ownership, through the wide ramifications of eco- 
nomic and political influence exercised by financial magnates. 

Aside from the obvious evils of gross disparity between the wealth 
of the few’ and the poverty of the many, there w’ere other social 
consequences of profound significance. 

The existence of great aggregates of financial pow’er, reinforced 
by political influence, tended from early times to discourage the 
growdh of a sturdy middle class, i.e., a broad class of independent 
businessmen endow’cd with sufficient capital and freedom of oppor- 
tunity so that they could develop meduim-size, modern enterprise 
efficiently and on their own. Equally, the pow'cr of the zmhntau 
concerns in the labor market, where they were careful to maintain 
a common front, helyied to stifle the grow^th of a vigorous trade 
union movement. There were other obstacles to trade unionism, to 
be sure — the yiressure of population, the yirevalence of female labor 
in factory industry, the wide dispersion of small enterprise through- 
out the countryside, the lack of experience in democratic, mass 
organization. But the weakness of collective bargaining, even at 
its height in the twenties, and especially Japan’s lagging progress 
in factory and social legislation, must be attributed in large measure 
to the intense opposition, led by business interests, w’hich greeted 
every proposal for advance in these fields. Whatever the business 
rivalries of big firms, here they closed ranks and prcwsented a solid 
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front.^®^ In the political realm, as well, the existence of concen- 
trated business power retarded the growth of democratic move- 
ments at home, while providing a pliant instrument for military 
aggression abroad. 

In retrospect these political and social considerations seem over- 
riding, especially after 1920. By comparison, as Japanese capital- 
ism matured, the technical justification for great aggregations of 
financial power became steadily less convincing. Indeed, in certain 
instances the big trusts probably tended to become retrogressive. 
This is difficult for an outsider to judge; but there is some evidence 
that entrepreneurial initiative and the full exercise of managerial 
skills in productive channels were not infrequently restricted by 
tight overhead controls by ow^ners w'hose financial interest did not 
necessarily coincide w'ith economic efficiency in social terms. Col- 
lusive restraints in markets dominated by the combines in the later 
years may w'ell liavc blunted the spur to cost-saving innovations, 
making for a lag in technology no longer necessitated by any con- 
tinuing handicap in capital and skills. 

In any event, it \vas the broad considerations cited above which 
dictated the Allied undertaking, under American leadership, to dis- 
solve “excessive” concentrations of economic power in Japan after 
World War II. Whatever the net outcome pii,ves to be — a prob- 
lematical question — the attempt at reform was not mere quixotic 
meddling by foreign biisybodies. On the contrary, it was conceived in 
response to a need for democratic changes in Japanese economic 
structure long recognized by thoughtful, modern-minded observers 
of prew'ar Japan, including many liberal Japanese themselves. 

Sit thr account of cmplovcrs’ organization;: in tlic rc])ort of the International 
Labour Oflicc, Industrial J^nhovr in Japan, Geneva, 1933, chaj). 2. Even so cautious 
an international body as the ILO has this to sav of the Japan Cotton Spinners’ 
Association: “Altb()ugh an economic organization, the Association has always actively 
opposed nnv proposed social legislation which was believed to be adverse to in- 
dustrial interests. The position it took iij> as regards the Factor) Art befetre its 
enactment in IPll, and its attitude towards the proposed Trade L’nion Hill, may l>e 
considered as characteristic” (p. 83). 
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CAPITAL 

THE creation of capital in massive amounts and radically new 
forms is evident in the whole record of Japanese technological ad- 
vance sketched in the preceding chapter. These two processes, co- 
ordinated in new patterns of economic enterprise, were the essential 
conditions of Japan’s j)rewar economic growth. Through their 
cumulative interaction economic life was progressively reorganized 
to achieve a rising level of productivity and income, despite the 
relentless growth of poj)ulation. The difficulties of otlier Asiatic 
countries today in financing development on a comparable scale 
adds fresh interest to the experience of the Japanese. How did they 
do it? 

Capital accumulation is related in two ways to the level of produc- 
tion in a country, and hence its plane of living. 

The first has ctmie to be recognized as a matter of concern par- 
ticularly in advanced industrial nations during recent years. In- 
vestment plays a strategic role in fluctuations of employment, 
incomes, and prices. Given a certain income-consumption pattern, 
existing resources will be fully utilized only if new investment (and 
government spending) is forthcoming in amounts sufficient to bal- 
ance the amounts of income which the community is disposed to 
refrain from consuming at the level of incomes generated by full 
employment. If it exceeds this amount, on the other hand, it creates 
inflationary pressures which may have undesirable effects. 

The second function of capital accumulation, of course, is to 
improve the stock of tools and material resources which man can 
use to make his labor more productive. Only as new' capital assets 
are accumulated in increasing amounts or more efficient forms is it 
possible to enlarge productive capacity so that a growling popula- 
tion can be sustained at a rishig level of income and material well- 
being. Where an economy is growing at a moderate rate, experience 
indicates that some 10% or more of national income is likely to go 
into the creation of new capital assets. 

In underdeveloped areas both problems have been present in 
greater or less degree.^ It is the second, however, the problem of intro- 

1 “'I'hp weakness of the inducement to invest has been at all times the key to the 
economic prf>blem. Today the exjilanation of the weakness of this inducement may 
chiefly lie in the extent of existing: accumulations; whereas, formerly, risks and 
hazards of all kinds may have played a larger part. But the result is the same. The 
desire of the individual to augment his personal wealth by abstaining from con- 
sumption has usually been stronger than the inducement to the entrepreneur to 



CAPITAL 


237 


ducing more capitalistic modes of production, which is the key to eco- 
nomic progress in these regions today. The word “underdevelopment** 
itself signifies a lack of income-producing wealth, and a primitive 
state of the industrial arts. No country can undertake economic 
development on a large scale without contriving in some way to 
multiply its stock of productive capital in the form of land improve- 
ments, developed mineral deposits, transport systems, industrial 
plant, and the like. This it may do partly by borrowing or securing 
donations abroad. Mainly, however, the job must be done at home. 
Indeed foreign aid itself is likely to be ineffective unless it supports 
and reinforces the direction of home resources into capital forma- 
tion on an increasing scale. How to finance the process, how to make 
savings eventuate efficiently in real capital assets, what priorities 
to assign among the latter — these are among the crucial issues in 
any program of modernization and growth. 

As regards Japan’s whole experience in this field, a godd deal 
has already been said in preceding chapters about the interrela- 
tions of capital, enterprise, and technical progress. One major 
aspect, the role of the State, is reserved for more extended discussion 
in Chapter 10. The over-all, quantitative aspects of capital ac- 
cumulation should obviously be the subject of the present chapter. 
At the outset, however, it must be said that in no other phase of 
Japan’s prewar development is one more handicapped by the lack 
of comprehensive measurements carrying back over several decades. 
This bars any inclusive analysis built up on statistical aggregates 
of savings, consumption, and investment such as have been con- 
structed in recent years for more highly developed economies. 

The place to begin may be with a picture of the real capital 
accumulated in Japan over a half century of industrialization. This 
will lead us in turn to certain social factors which appear to have 
fostered a ra])id rate of accumulation throughout this period. The 
chapter concludes, then, with further reflections on the dynamics of 
the investment process. 

Growth of Real Capital 

Capital Requirements of Industrialization. The nature of the 
real capital required for industrialization is sometimes obscured by 
preoccupation with the financial mechanisms of savings and in- 
vestment. Or it is thought of largely in terms of factory buildings 
and machinery required by manufacturing industry itself. In 
Chapter 4, indeed, a good deal was said about the increase and im- 


augnient the national wenlth by emplovinf; labour on the construetinn of durable 
assets.” J. M. Keynes, The General Theory of Employment^ Interest and Money ^ 
New York: Harcourt, Brace, 1936, p. 348. 
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provement in the equipment of Japanese industry and transport 
as the means of harnessing mechanical energy to the production 
process. Nothing was more fundamental to growth. Yet, in terms 
of the capital problem, this needs to be put in the perspective of the 
total wealth structure of the country, in order to provide some 
quantitative bearings. 

Ideally one should be able to place, side by side, comparable esti- 
mates of Japan’s capital stock in 1880, say, and 1930, to discover 
the main fields of expansion. Unfortunately the statistical records 
do not allow such comparisons. For the year 1930, however, a rather 
careful census of national wealth was conducted by the Imperial 
Cabinet Bureau of Statistics. (Table 18.) This is worth examining 
for the light it throws on the components of real capital in Japan at 
this midpoint in her industrial transition. 

The total physical assets of Japan were valued at 110 billion yen, 
on this reckoning.^ This is ten times the national income produced 
in that year, which w’as 10.2 billion yen according to the best esti- 
mate. (See below, Table 38.) One might have expected a higher 
ratio of income to wealth, judging by estimates for other countries.'* 
The problematical character of both computations, however, makes 
it hardly worth w'hile to pursue such comparisons. It is especially 
difficult to value national wealth in any accurate and meaningful 
way. 

Despite this uncertainty. Table 18 serves to illustrate a few gen- 
eral characteristics of Japan’s prewar endowment in capital assets: 

1. Most of the national wealth of modern Ja])an has remained in 
the hands of private owners. Of the 1930 total, 110 billion yen, the 
property of the national and local governments was valued at 18.5 
billion yen, or 16.9%. Nearly 40% of this w'^as lands and forests, 
the balance being chiefly public buildings, ships, and the Imperial 
Raihvays. Over four fifths of the national capital as given here was 
thus privately owned, a proportion similar to that in the United 
States.* The exceptions w^ere the public forests, transport, comrnnni- 

2 To this total of 110 billion yen, the Bureau of Statist’cs odded an item of 
191.6 million yen representing the e^.timated net balance of Japanese-owned assets 
in foreign countries over assets in Japan owned by residents of foreign cointrics. 
It was unable, however, to make a .'tirailar estimate of the balance of claims and 
obligations between Japan and her colonies. For this reoson, and because we are 
mainly interested in real capital in Ja]mn, we have disregarded the foreign credit 
balance. Table 18, therefore, is a census of physical as.sets in Japan Proper, ir- 
respective of ownership nationality. 

» See Joseph J. Spenglcr, “Economic Factors in the Development of Densely 
Populated Areas,” Proceedings of the American Philosophical Society^ vol. 95, no. 1, 
February 1951, p. 27. 

< Government-owned property in the United States comprised $56 billion in 1935, 
or about 15% of national wealth. National Resources Committee, The Structure of 
the American Economy, part 1, Washington, 1939, pp. 375, 377. 
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Table 18. National Wealth of Japan 

Proper, 19S(P 



Value 


(m 

illions of yen) 

Percent 

Total national wealth 

109,996 

100.0 

Natural resources 

5Jt,298 

494 

Land 

41,0.91 

37.4 

Paddy and upland field.s (taxable)** 

(16,200) 

(14.7) 

Re.sidential land and factory sites (taxable)*' 

(14,582) 

(13.2) 

Mlne.s 

6,500 

5.0 

T rcc-.s'^ 

6,707 

6.1 

Buildings 

2Q,8JtS 

20.8 

Stocks of goods 

7S,S^7 

17.1 

Household chattebs 

12,473 

11.3 

Other 

6,.371 

5.8 

Transport and communication facilities 

r.Vri 

6.7 

Railways 

3..)!)8 

* 3.2 

Shipping 

2,000 

1.0 

Harbors, canals, bridges 

820 

0.8 

V'ehicles 

000 

0.6 

Telephone and telegTaj)h ' 

10!) 

0.2 

Other machinerif and r(jiupnirnt 


.^.7 

P'leetrieity, gas, and water sii]>ply 

258 

2.1 

Industrial inaehinery .and tools 

1,800 

1.6 

Cattle and pout in/ 

3J,6 

0.J 

Miscellaneous 

2,2r,l 

2.1 


H Year nul cstiiiiatos troni 1iii]icrial (’:ihin«'l, liiiit'aii of Stati''tic‘., yippou Tvikoku Tokei 
Ninkdii, no. .'i.'J, 'rt»k>o, iJSl. Sir aKo S.ihuro Sliloini, “On thr National Wealth of 

.Injian in the Year 1930,” Kjfoto ruivfrsitii Ecotumiic Riv'ww, \ol i\, no 1, .July 1934, pp 16- 
.32. Land and frees are valued at 1930 niaiket prices; mines at estimated value of deposits; 
railua\s and j>ulili(' works at cost of const ruction, minus wear and tear; other items gen- 
erally at re])roduction cost, with allowance for depreeiatkm The oflicial categories are re- 
grouped here, and one item, balance of international claims and obligations, is omitted. (See 
note 2, this eh.ijiter ) 

••Shiro.shi X.i.sii, ^inin'ctu of Japojnsv .1 prirulturt <, Sew York: Institute of I’acifie Relations, 
1911, p. I.-i 

' This inclmles timber tiers, imillKTrv tiers, bamboo, lirewood, and tea ]»ljint.s Shifimi, 
op fit t p 19 I'Nidentl) it does not include foiest Linds. 

cations, cdiicatioii, and certain other services inherently public in 
character. 

2. An iin})ortant share of national wealtli consisted of goods in- 
tended directly for consumption. These included residential dwell- 
ings, furniture, other hou.sehold goods, and a jiart of business in- 
ventories. The distinction between producers'* and consumers’ capital 
is difficult to draw with precision, especially where, as in Japan, so 
many residential dwellings were also places of business. However, 
about half the buildings (by value) \^ere classified as dwellings; and 
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about two thirds of the stocks of goods were household property. 
These two categories add up to 44% of the total wealth of the 
country, excluding natural resources. 

In a country where capital needs sorely to be economized for 
purposes of economic development, it is clearly desirable to channel 
accumulations largely into forms of wealth which are most produc- 
tive in increasing per capita income still further. Without extensive 
coercion, however, any people are likely to devote a considerable 
share directly to consumer goods, even with such strong inducements 
to invest in income-yielding producer goods as existed in Japan. 
And, of course, better housing in particular is one of the conditions 
of economic progress as well as one of its benefits. 

3. Another significant feature of Table 18 is the high proportion 
of improved natural resources to other forms of real capital. Land 
(valued at market price) is by far the largest component of national 
capital. It totals 49% in 1930, if we accept these figures. 

This tends to be true in all countries, to be sure. But the case of 
Japan is particularly interesting in view of her rapid movement 
toward a pattern of industrialization based on raw materials im- 
ported from abroad. The rise of such imports was a response to the 
growing inadequacy of Japan’s agricultural land, mining deposits, 
and forests to sustain the growing population at a rising level of 
production and income. The structure of the Japanese economy came 
to depend increasingly on foreign natural resources to supplement 
her own. Among her own capital assets of all types, liowever, land 
still comprised the chief form of productive wealth by a wide margin. 
This testifies to the continuing importance of agriculture, as well 
as the scale of urban development. It reflects intense competition for 
the use of a limited amount of urban and farm land, reinforced by 
the continuing social prestige of land ownership. The market price 
of agricultural land in Japan tended to be consistently higher than 
the landlord’s revenue capitalized (after taxes) at the market rate 
of interest on most other kinds of investment.® 

Western economists argued for a century or more as to how 
land should be classified as a factor of production. Formerly the 
practice was to distinguish it from man-made capital as being a free 

B Shiroshi Nasu, Aspects of Japanese Agriculture^ New York: Institute of Pacific 
Relations, 1941, pp. 129-31. See also Masao Kambc, “Rising Tendency of Land 
Values in Japan: Its Effects, Causes and Some Control Measures, Bulletin de 
VInstitut International de StatisliquCt vol. xxv, part 2, Tokyo, 1931, pp. 206-10. 
Total rent on taxable paddy and upland fields, priced at 10,200 million yen in Table 
18, was 1,243 million yen at the end of 1.930. Imperial Cabinet, Bureau of Statistics, 
Nippon Teikoku Tokei Nenkan, no. 68, Tokyo, 1939, pp, 4-6. Taxes took 30 to 40% 
at this time, so that the landlord’s return was around 5% of the market price of 
land on this crude calculation. 
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gift of nature, which never wears out although equally it cannot be 
readily increased in amount. Such distinctions run into difficulties, 
however, and nowhere more than in Asia. In the traditional agrarian 
societies of the Orient, with their intensive agriculture, gross capital 
formation has taken the form largely of public and private activities 
devoted to maintaining and improving the land. “IVIore than in any 
country, not excepting Holland,” says R. H. Tawney, “land in 
China is an article manufactured by man.” Agricultural productivity 
throughout monsoon Asia, and equally in the arid North, depends 
heavily on man-made dykes, canals, wells, and other aids to irriga- 
tion, drainage, and transport. Without constant care the high-yield 
values of land will deteriorate more quickly than many other forms 
of durable capital. 

To digress for a moment, we have here one of the economic bases 
for bureaucratic rule over Oriental peasant societies. If political 
feudalism gave w'ay in China 2,000 years ago to the imperial bureau- 
cratic state, staffed wuth a corps of educated, appointive officials, 
it w’as in part for this reason. K. A. Wittfogel explains this type of 
Oriental state as one peculiarly adapted to performing the key 
function of building public works in plains and alluvial valleys like 
those of China.® The subsequent rise and fall of Chinese dynasties, 
like the growth and decay of Mesopotamian societies, w^ere linked 
with cycles of care and neglect of the land. Their importance in 
modern China is no less aj)parent. Civil disorder and political neglect 
have brought catastrophic floods, soil erosion, and declines in agri- 
cultural productivity. 

In Japan large-scale agricultural public works have been of less 
economic and political significance than in China, owing to physio- 
graphic differences between the two countries. Irrigation works 
themselves were valued at only 250 million yen in the 1030 census, 
even though virtually all the country’s domestic rice is grown on 
irrigated jiaddy fields, and reservoirs supply 20% of the water. In 
the absence of great continental plains and river systems, the prob- 
lems of water control in mountainous Japan have been smaller in 
scale of management. Soil fertility could be maintained more easily 
by efforts of the family, the village, or the manor, adapted to the 
local need. Transport is likewise over shorter distances, and wdth 
the advantage of inland sea communications. Here prohahl}'^ lies the 
key to many of the historic contrasts betw^een the two societies. 
Particularly it helps to explain the long persistence of feudalism in 
Japan, despite efforts as early as the seventh century to adopt the 

• “The Foundations and Stages of Chinese Eoononiie History,” Zeitschrift fur 
Sozialforschvng, vol. 4, no. I, 1935, pp. 26-68. 
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Chinese system of land tenure, national taxation, and centralized 
bureaucratic administration. 

However this may be, the difference between Japan and China in 
this regard is only one of scale. A leading historian, describing ex- 
tensive reclamation projects in ninth century Japan, writes that 
“riparian works were regarded as one of the most important affairs 
of the state as well as of the manorial lord.”’ And in modern as well 
as ancient Japan much farm land has been “created” in tlie sense 
that immense human effort has been devoted to draining it, irrigating 
it, repairing the damage wrought by floods and storms, and other- 
wise keeping it cultivable. If urban land, in Japan as in most coun- 
tries, owes much of its value to man-made improvements, so too 
do the farm lands of her coastal plains and mountain valleys. Their 
productivity is sustained only by constant repair of irrigation sys- 
tems, and also large applications of fertilizer year after year. Ex- 
periments conducted on plots of land planted to rice, wheat, and 
barley show that average yields drop as much as 50% or more where 
no fertilizer is applied, as compared with the yield of fully fertilized 
plots.® In terms of its economic value, agricultural land so intensively 
cultivated “wears out” with great rapidity. Heavy outlays of labor 
and working capital are required annually to maintain current 
yields. 

Ricardo’s phrase — “the original and indestructible powers of the 
soil” — is thus singularly inappropriate here. The maintenance and 
improvement of land have been one of the major components of 
gross capital formation in Japan. Elsewhere in Asia where indus- 
trialization is less rapid, they are likely to be even more sigiiihcant 
in economic development.® 

4. Also of interest in Table 18 is the fact that buildings comprised 
as much as 40% of Japan’s capital essets, if natural resources arc 
excluded. As a component of producers’ capital, building structures 
(omitting residential dwellings, which comprised one half) far out- 
weigh machinery and equipment in value. In fact, machinery alone 
is a relatively small component of capital even in most manufactur- 
ing industries. 

7 Takao Tsuchiya, An Economic History of Japan^ Tokyo, 1937, p. 70. 

8 Supreme Commander for the Allied Powers, GHQ, Natural Resources Section, 
Report No. 86, Field Experiments Tvith Fertilizers in Japan, Tokyo, 1947, pp. 13-18; 
also NRS Report No. 93, Fertilizer Practices in Japan, Tokyo, 1947. 

8 “The general disposition of many economists to think of land as not producible,” 
remarks Robert R. Doane, “is largely due to the fact that it has been regarded 
more from a physical than an economic point of view.” The Anatomy of American 
Wealth, New York, 1940, p. 117. Doane cites an estimate of the Federal Trade 
Commission distinguishing between the values of “land” and “improvements in land” 
in the United States in 1922. This showed 60.7% of the value of taxable real 
property as attributable to “land” and 89.3% to “improvements” (p. 184). 
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This underlines still further the importance of construction activ- 
ity as a means of creating real capital, as distinguished from pro- 
ducing or importing machinery and equipment. Not only buildings, 
but also land improvements, and much of the capital value of rail- 
ways, roads, and port facilities, are created mainly by “laying brick 
upon brick and moving tons of earth from one place to another.”^® 
Even in the cost of hydroelectric plants in prewar Japan, equipment 
amounted to only 20%. In the United States, where producers’ 
durable equipment is relatively much more important, construction 
accounted for 50% of all net capital formation from 1914 to 1933.“ 

It is fortunate for undeveloped regions like the Far East that 
this is so. For it means that from a quantitative standpoint the chief 
resources required for a major share of capital growth and main- 
tenance arc domestic labor and building materials. Only a small part 
of the real capital needed for industrialization can by its nature 
be imported from abroad. This is apt to be a highly strategic 
portion in the sense that certain essential machinery and materials 
cannot be manufactured in the industrializing country. Foreign 
loans can also facilitate the whole process of capital investment 
even if — as has commonly beeA the case — they are used to finance 
the importation of food and other consumer goods, rather than ma- 
chinery. They make it easier to turn domestic lesources to the con- 
struction of capital goods without the strain on present living 
standards which might otherwise be imposed. The composition of 
Japan’s capital, however, bears out the general truth that the real 
capital assets required in various forms for economic growth must 
be largely produced at home. 

The problem is mainly one of providing the necessary framework 
of finance, technological advance, and personal or political incentives 
to bring this about. In Japan, as in other densely populated and 
undeveloped areas, much capital formation took place with com- 
paratively little actual sacrifice of consumption, either directly or 
indirectly. Building construction, as well as improvements in land, 
transport facilities, and public works, was carried on largely with 
labor equipped with only the simplest hand tools. To produce ma- 
terials like structural steel and cement required considerable out- 
lays in machinery, but the construction industry itself was hardly 
mechanized at all. Even as late as 1937, the 44 biggest civilian 
contractors in Japan together owned only 467 trucks, 26 tractors, 

10 Norman S. Buchanan, International Investment and Domestir Welfare, New 
York, 1945, p. 18. Thomas D. Cabot writes that In Central America “the United 
Fruit C^ompany has moved more dirt in building its banana farms than was moved 
in building the Panama Canal.” Land Use and Its Relation to Foreign Trade, New 
York: Middle America Information Bureau, 1948, p. 5. 

11 Simon Kuznets, National Product since 1869, New York, 1946, pp. 116, 118. 
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and 9 steam shovels, though they employed 40,000 workers.*® More- 
over, the labor required to improve land and build most types of 
structures could be found largely in the traditional skills. Much of 
it was performed in spare time, or by workers who would otherwise 
have added comparatively little to the flow of current goods and 
services for consumption. 

5. Finally, the various forms of Japanese capital assets itemized 
in Table 18 were characterized by wide differences in mobility and 
variability. Land is fixed in location, and relatively inelastic in sup- 
ply, though still capable of varying uses in accordance with chang- 
ing needs. Plant structures and equipment are more mobile except in 
short periods of time. Even so, any pronounced shift in tlie compo- 
sition of this type of capital can occur only through replacement 
over a period of years. The greatest mobility and variability, of 
course, are found in stocks of raw materials and finished goods. Ex- 
cluding household pro])erty and coins and bullion, stocks in the 
pipelines of the S3^stem of production — business inventories — were 
valued at 5.4 billion yen in Japan at the end of 1930. This repre- 
sented as much as 17%, or one sixth, of all producers’ capital other 
than natural resources, as estimated here. 

As markets broaden, and the division of labor becomes pro- 
gressively more elaborate, an economy is apt to require increasing 
inventories of goods in various stages of manufacture. In Japan, 
to judge by estimates of the Cabinet Bureau of Statistics, such in- 
ventories at the end of 1924 bore the following relation to gross 
production in that year: agriculture, 70%; mining, 20%; fishing, 
20%; manufacturing (except food processing), 50%.*^ It was also 
figured that 20% of annual imports at this time were being re- 
tained in stock. 

How indispensable this component of national capital is has been 
shown in the experience of countries »vhich have been denuded of 
current inventories by war or depression. For example, Japan’s ever 
present need for imported materials was still further enlarged dur- 
ing the occupation years by the necessity of restocking empty pipe- 
lines. Even in normal tunes a substantial share of the growing 
capital requirements of an expanding economy are apt to take the 
form of increasing .stores of processed and semiprocessed goods in 

J2U.S. Strategic Bombing Survey, The Japaneee Construction Industry^ Wash- 
ington, 1946, pp. 36-41. 

'8 The actual rate of replacement is determined not merely by the physical wearing 
out of capital goods, but also by other factors affecting obsolescence. A greater speed 
of technical innovation and a relative abundance of cajntal make for a far higher 
rate of obsolescence in industrial equipment in the ITnited States than in Japan. 

1* K. Mori, “The Kstiinate of the National Wealth and Income of Japan Proper,” 
Bulletin de Vlnstitui International de StatUtiqucy vol. xxv, part 2, Tokyo, 1931, 
pp. 184-85. 
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factories, warcliouses, and shops. In the United States, for example, 
net additions to business inventories accounted for 20% of net 
capital formation from 1899 to 1928.“ 

In summary. Table 18 serves to indicate the diverse forms of real 
capital accumulated over several decades of industrialization and 
economic growth. Mostly it was private w^ealth, A very large share 
still took the form of greatly improved natural resources. Of the 
remainder, residential dwellings and household chattels accounted 
for as much as 40 '/e, the rest being distributed among public and 
business buildings, transport and communication facilities, public 
utilities, and industrial machinery. Despite the importance of Japa- 
nese industry by this time as a source of employment and income, 
and the essential character of the transport system, the actual 
capital assets of all types in these fields do not bulk large in the 
national aggregate. Of those assets which yielded income in sig- 
niheant amounts, however, they w’ere a considerably larger ahare, 
and of course they were higlily strategic in the development process. 

Expanding Resources: The Meiji Period. To describe the proc- 
esses hy which this fund of national wealth was enlarged and made 
more productive would be to Repeat much that is said elsewhere 
in this book. It would also take one into the detailed financial his- 
tory of Japan, which is sketched only briefly in Chapters 1 and 2. 
Here just a few broad characteristics will be noted. 

Perhaps the first point to emphasize is the rising demand for new 
capital assets created by the forces of modernization and growth 
set in motion after the Restoration. The whole conjuncture of cir- 
cumstances after 1868 was such as to make for a high rate of an- 
ticipated return on new income-producing wealth in various forms, 
and to call forth a growing stream of investment expenditure. 

Some early investment was “capital-saving,” in Japan as else- 
where. Land could be economized, for example, by better irrigation, 
by investing more working capital in fertilizer, or by consolidating 
scattered farm strips so as to eliminate the ditches and paths around 
each tiny patch. The technical innovations wliich raised crop yields 
made it possible nearly^ to double agricultural output with probably no 
more than a 25% increase in the cultivated area. Moreover, better 
transport and storage, by widening the range of markets, could econo- 
mize on the stocks of food previously required to maintain a given 
standard of life. But technical progress in a traditional society 
undertaking modernization more generally requires a change in 
“capital technique” entailing more roundabout, capitalistic modes 
of production. A greater stock of capital, i.c., greater intensity of 
investment, is the condition of replacing the hand loom with the 

ID Kuznets, op.eit., p. 118 . 
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power loom, the forge with the rolling mill, the sampan with the 
steamer, oi the musket with the machine gun. The process of in- 
dustrialization requires greater amounts of capital per worker, while 
also bringing revolutionary improvements in its efficiency. 

Such new demands for capital in Meiji Japan, initiated and sus- 
tained by a long wave of technological change, were reinforced by 
other expansive forces. One was the upsurge of population. To 
maintain even the existing plane of living for growing numbers re- 
quired a corresponding increase in the stock of productive resources. 
As people flocked to the towns and cities in non agricultural employ- 
ment, moreover, they created new demands for housing, transporta- 
tion, and urban public services. While the total registered popula- 
tion grew from 42.0 million in 1893 to 55.1 million in 1913, the 
number residing in communities of over 10,000 increased from 6.7 
to 15.2 million.'® Throughout Asia in recent decades residential 
construction has been a major component of capital formation, and 
all estimates of national wealth in Japan since 1905, excluding 
natural resources, value buildings at 25% or more of the total. 
Another set of requirements of the highest political priority was 
associated with the building of the Imperial Army and Navy, 
and the two successful wars which they waged around the turn of 
the century. Government investment and investment subsidy were 
directed to this end in considerable degree. Finally, the slow gain 
in consumption standards among the people added new demands for 
productive plant, either to supply goods and services directly, or to 
turn out export goods to pay for imports from abroad. 

A major part of new private investment during the early decades 
must have gone, first of all, into simple advances in farming, espe- 
cially the extension and improvement of agricultural land. “Hand in 
hand wuth this growth of agricultural capital went similar changes 
in fishing, home, and workshop industries, and in marketing struc- 
tures. Only fragmentary statistics can be assembled to indicate the 
actual process of expansion in these sectors. For it was largely in 
the realm of unincorporated enterprise, and even such basic changes 
as the increase in arable land are not recorded accurately. Invest- 
ment of this sort was carried on by individual proprietors with little 
more than famil}" labor and their own slender resources, supple- 
mented by the local moneylender or bank. Yet substantial gains in 
production could be achieved, as described in Chapter 4, w'ith rela- 
tively modest outlays of capital, provided they were intelligently 
directed and cumulative in their effect. The greater share came from 
small increments of saving by the peasant or small businessman, or 
represented the investment of family labor previously employed to 
Nippon Teikoku Tokei Nenkan, cited, no. 86, 1920, p. 28. 
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little advantage. No government guarantees were involved, and very 
little in the way of government funds. 

If the total wealth of Meiji Japan grew as much as appears to 
have been the case, it must have come in good part from this com- 
bination of small-scale accumulation and modest technical innovation 
spreading through the more or less traditional occupations which 
still engaged the bulk of the working population. 

The more strategic sectors of early investment were doubtless 
the dramatic, large-scale undertakings which created the framework 
of national government, finance, transport, education, and defense. 
Such structural changes provided the setting for the immediate 
advances in agriculture and small-scale business. Without them the 
stimulus of political security, wider markets, and new skills and 
techniques would have been lacking. They also set the stage for 
large-scale industrialization after the turn of the century. Other 
types of investment, strategic out of all proportion to their size, 
were the pioneering outlays for the first factories, machine shops, 
and technical schools through which the Japanese began to acquire 
the secrets of modern science and machinery. Here, as is so often 
pointed out, the State played «a critical role, drawing on its taxing 
and borrowing powers to provide funds for the purpose. It reached 
abroad for the new techniques, shouldered the initial risks, and 
lavished rewards on those who followed — ^particularly where the 
urgent concerns of national defense were at stake. 

Much attention has been paid to the industrial and military enter- 
prise of the Meiji governments. Less conspicuous was State activity 
in the construction of roads, irrigation and drainage systems, ware- 
houses, port facilities, etc. Probably this type of capital formation 
was a good deal more productive of immediate returns in real income 
and better living standards than State-sponsored industrial invest- 
ment.” Certainly it was technically much easier to accomplish, being 
largely a matter of mobilizing local labor. Almost from the begin- 
ning, however, it was starved by the demands of armament, so far 
as the central government was concerned. Judged by the standard of 
national development programs today, its outlays were surprisingly 
small. Between 1876 and 1882, for example, only 45 million yen 
($40 million) of official funds was spent on public works of the 
above type, one half of it supplied by prefectures, towns, and 
villages.” This was hardly 10% of tax revenues. Even so it is worthy 

17 Better rural roads and warehouses, for example, make an almost immediate 
contribution to the food supply of an undeveloped Asiatic country. For they make 
it possible not only to pool supplies over a wider area, but also to reduce the loss 
of grain from decay and infestation in storage. Such losses can easily run up to 
6 to 10%, even in normal years. 

1* P. Mayet, Agricultural Insurance, London, 1893, p. 188. 
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of note that as the current revenues of prefectural, city, town, and 
village governments increased, a considerable share began to be 
spent on local improvements. Public w^orks and public utilities like- 
wise accounted for the bulk of local government loans, which had 
risen to 306 million yen by 1913.*® These various public investments 
were financed mainly out of taxes, directly or indirectly, particularly 
the land tax, which provided the bulk of national and local revenue 
in this early period. (See Chapter 10.) 

More catalytic and cumulative in their long-term effects were 
the contributions of the State to the growth of private investment. 
The new national regime was hard-pressed in its early years. It 
had to finance its own administrative requirements, build the new 
Army and Navy, and suppress the Satsuma Rebellion of 1877. Its 
own fiscal needs led it immediately to encourage the spread of de- 
posit and note-issue banking; even then it had to resort extensively 
to the printing press. At the same time it strained its public credit 
to create, almost at one stroke, a huge fund of liquid capital in 
private hands. This came about through the decision to commute 
the feudal pensions of 400,000 aristocrats, the final stage in the 
political compromise by wdiich Japanese feudalism, in McLaren’s 
words, was ‘‘partly driven and partly lured to its own destruciion.” 

Under the pension capitalization scheme of 1876 some 210 million 
yen of public bonds and cash were issued. By the same method the 
government likewise paid off old clan debts of 41 million yen to 
merchants and moneylenders. These public bonds were secured in 
effect by taxes to be paid mainly by the peasant. They promptly 
fell to a discount. And much of the purchasing power they repre- 
sented was probably dissipated in consumption. The more enter- 
prising daimyd, samurai, and rhonin, hov’ever, were endowed w^ith 
funds to venture in new banking and business enterprise, some of 
which brought gains in both productive wealth and entrepreneurial 
talent. 

The ensuing inflation of 1877-81 furtlier enlarged the pool of 
investment funds, albeit at the expense of tax revenues. Rice prices 
advanced rapidly, presenting a windfall gain in income to landlords 
whose rents w’cre fixed in kind while their taxes were fixed in money. 
New banks, small industries, and trading firms mushroomed. Agri- 
cultural land was steadily improved and put to more efficient use. 
Many small business ventures were swept away in the depression of 
1881-85, when the whole currency and banking system was re- 
organized on a more stable basis by the able statesman-financier 
Count Matsukata. Through these first two decades of turbulent 

19 Toyo Keizai Shimpo-sha, Meiji Taisho Zaisei Shoran, Tokyo, 1927, pp. 626-27. 
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finance, however, a good deal of income, mostly from agriculture, 
must have found its way by one means or another into investment in 
new enterprise. 

After 1882 the State receded into the background as an entre- 
preneur. Thereafter it confined its own industrial undertakings 
within Japan to a few strategic industries, notably iron and steel. 
(The chief exception was the nationalization of the trunk railways 
in 1906-09, when the government purchased 2,800 miles of lines 
from seventeen companies at a price of 4*76 million yen.) It con- 
tinued, on the other hand, to pursue policies and practices calculated 
to stimulate private investment. Some were pervasive in their effects : 
a broad framework of legal security; freedom of enterprise; tech- 
nical research and education ; encouragement to the joint-stock form 
of organization ; the creation of big banking institutions to channel 
funds into jirivatc industry and trade; overseas borrowing to help 
provide for its own needs (1897-1918) ; a fiscal policy which relied 
heavily upon taxes on real estate and consumption, and* dealt 
leniently with incomes from business enterprise, especially in the 
upper income brackets. Other encouragements to investment wxre 
more selective. Such w^as the qase with tax rebates, subsidies, and 
lucrative purchase contracts given to industries like steel and ship- 
building wdiich carried a high military priority. (For a more ex- 
tended discussion of the role of the State, see Chapter 10.) 

The credit system of modern Japan began to take shape in the 
eighties. Of key importance w'as the creation of a group of official 
or quasi-official banks, side by side with the growing private banks. 
"I'lie Yokohama Specie Bank (1880) became the chief foreign ex- 
change bank of the country, the Bank of Japan (1882) the central 
bank of note issue and fiscal agent of the government. The Hypothec 
Bank (1896) was established as the central organ of forty-seven 
prefectural Agricultural and Industrial Ihinks to make long-term, 
low’-interest loans on immovable property. The Industrial Bank of 
Japan (1900) specialized in financing large-scale industry and 
public undertakings like the South Manchuria Railway Company, 
borrowing considerable sums of foreign capital for its operations. 
Other colonial enterprise w'as undertaken by the official Bank of 
Taiwan (1899), the Oriental Development Ck)mpany (1908), and 
the Bank of Chosen (1909). Finally, mention should be made of the 
Deposits Bureau of the Ministry of Finance, into which was at- 
tracted a large stream of small-scale postal savings for investment 
in government bonds and semiofficial undertakings. 

Tlie special banks in effect wxre partnership ventures on the part 
of the government and leading financial interests. As a group they 
secured their funds mainly from private sources (and the Imperial 
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Household). But they were closely controlled by the State, which 
did not hesitate to use them as instruments of national policy. They 
played a large part in mobilizing resources for the introduction of 
modern techniques in commerce and industry, as well as for financing 
military and colonial enterprise overseas. In 1913 they accounted 
for 28% of the paid-up capital and reserves of all banks in Japan. 
By 1933 their share had risen to one third. Here, and in the realm 
of fiscal policy, were the levers by which capital formation con- 
tinued to be influenced and channelled according to the priorities 
of the State. (See below, pages 512if.) 

As in all undeveloped countries, the building of a national system 
of transport and communications made heavy demands on Japan’s 
resources for capital investment — in her case, prior to 1914. In that 
year, for example, the sum invested in the Imperial Railways stood 
at 1,007 million yen, slightly more than the total paid-up capital 
and reserves of all industrial companies. The introduction of the 
railway and the steamship in turn set in motion a whole wave of 
technical innovations which created further opportunities for profit- 
able investment in other fields. Fortunately for Japan, the demands 
of land trans}^ort itself must have been proj)ortionatcly less than 
in continental countries, owing to the excellence of her interior sea 
communications. Even so, the growth of transport requirements and 
the shift from men as beasts of burden to wheeled vehicles increas- 
ingly powered by machinery must have absorbed a considerable 
share of the new capital formed through the Meiji period. Accord- 
ing to a 1913 official estimate, railways, shipping, and other vehicles 
were valued at about 1,800 million yen.^° 

More onerous, and less productive economically, was the burden 
imposed on Japan’s new financial system by two wars fought near 
the turn of the century, and the accomptxnying rise in expenditures 
on armaments, colonies, and strategic industries. During tlie conflict 
with China in 1894-95 the Army and Navy spent 200.5 million yen. 
Half of it was raised by public loans. Ten years later the Russo- 
Japanese War cost another 1,730 million yen, two thirds or so of 
a year’s national income at the time. This sum, too, was financed by 
public borrowings to the extent of over 80%.“^ In addition, large 
arms expansion programs were vigorously pursued before and after 
each conflict. These programs likewise exceeded current revenues 
and enlarged still further the scope of deficit financing. The national 
debt, leaving aside the part incurrt'd in nationalizing the railways, 
rose from 235 million yen in 1893 to almost 2 billion yen in 1913. 

20 Mori, op.cit., p. 199. 

21 On the financing of the two wars, see Ushisaburo Kobayashi, M^ar and Arma- 
ment Loans of Japan, New York, 1922, pp. 40-42, 61-86. 
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As described in Chapter 1, some 1.5 billion yen of the latter total 
was devoted to war and armament outlays.®* 

To have financed these expenditures entirely out of Japanese taxa- 
tion and savings would have put a severe strain on the national 
economy. It would certainly have required much more coercive re- 
straints on consumption, in the form of inflation, taxation, and 
other direct controls. This is the more true as the period 1893-1913 
was also a period of extensive private capital formation for in- 
dustrial and commercial purposes. (For example, the paid-up capital 
of all concerns juristically organized as joint-stock companies and 
partnerships grew from 398 million yen at the end of 1896 to 
1,983 million in 1913.) Annual tax revenues increased from 105 
to 660 million yen in the twenty years, including fiscal monopoly 
profits, wliich were a form of consumption tax. (See Chapter 10.) 
But they failed by a wide margin to cover government expenditure. 

Private saving was also growing apace, along with taxes, -and was 
turning toward those forms which made it more readily available 
for investment in government and corporate securities, either direct- 
ly, or indirectly through thc^ banks. This is shown in Table 19, a 
partial estimate of gross private savings by decades from 1893. 
(Yamada’s annual data show a rise in personal liquid savings from 
74 million yen in 1896 to 384 million yen in 1913.) Actual gross 
savings were much larger than Table 19 indicates. For the figures 
here relate only to (a) the increase in private holdings (by non- 
financial institutions) of securities, bank deposits, etc., and (b) 
undistributed company profits as reported for tax purposes. Particu- 
larly they leave out much of the savings of unincorporated pro- 
prietors and other persons represented in net additions to their 
equity in imy^roved land, buildings, equipment, and inventories. 
This has been a large component of the real savings of Japanese 
farmers and the hosts of small industrialists and tradesmen. 


22 The following figures testify to the expanding fiscal operations of the national 
government : 



189S-94 

190S-04 

1918-14 

Tax revenue 

70 

XIIXIOXS OF 7EK 

146 

369 

Expenditure 

86 

250 

674 

Public debt (year-end) 

236 

639 

2,692 

National Income (estimated) 

1380 

2,576 

4,566 

Wholesale price index (year-end) 

100 

INDEX NUMBERS 

156 

200 


Tax, expenditure, and debt figures arc from Meiji Taitho Zaisei Shoran^ cited, 
pp. 2, 4, 60d. The national income estimate and price index are from Yuan Yamada, 
Nihon Kokumin Bhotokn Suikei ShiryOf Tokyo, 1961, pp. 114-17, 164, and refer to 
the calendar year 1S98, etc. 
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Table 19. Partial Estimate of Gross Private Savings 
in Japan Proper, 1893-1937 {Yamaday 
(annual averages in millions of yen) 


PERSONAL LIQUID SAVINGS 



Securities 

Cash and 
Current Bank 
Deposits 

Other 

Deposits and 
Savhigs 

lINDISTRIBirTED 

COMPANY 

PROFITS 

GROSS 

PRIVATE 

SAVINGS 

1893-1902 

45 

22 

36 

— 

103 

1903-12 

139 

46 

no 

20 

315 

1913-22 

579 

180 

723 

36 

1,618 

1923-32 

561 

— 22 

720 

4 

1,263 

1933-37 

860 

280 

1,760 

455 

3,355 


■ Data from Yuzo Yamada, Nihon Kokumin Shotoku Suikei ShiryOt Tokyo, 1951, pp. 102-05, 
114-115, 120-21. The various components include average year-end changes in the following: 
“Securities”: all public debt, corporate shares, and debentures held outside financial institu- 
tions; “Cash and Current Bank Deposits”: current deposits, tran.sfer savings, and currency 
owned by other than financial institutions; “Other Deposits and Savings”: postal savings, 
savings through credit and mutual credit associations, funds in trust, and all bunk deposits 
(except in the Bank of Japan), excluding current deposits and deposits of government and 
financial institutions; “Undistributed Company Profits”: net company profits minus dividends 
and corporation taxes. 

Yamada*s figures are labelled “partial” here for the following reasons; Not included are 
such forms of gross privafe saving as net acquisition by unincorporated projirietors and 
other persons of real property net of depreciation, e.g., buildings and equipment; changes 
in personal indebtedness; and coryioratc savings in the form of depreciation charges and 
capital outlays charged to current expense. Nor is any adjustment made for accidental 
damage to capital assets, which at times is quite large in Japanese agriculture 

Despite the nation’s fri-owing ri\sources, government spending and 
private investment througli these years went w'ell beyond the amounts 
of income which the Japanese either paid in taxes or would other- 
wise have withheld from consumption voluntarily and made availa- 
ble by orderly, noninflationary processes. Japan’s own productive 
capacity, given the existing level of leciuiology and the limited 
mobility still found in the savings-iiivestmcTit flow, was inadequate 
to satisfy the requirements of both w^ar and industrial expansion 
on the scale now being pursued, without serious disruptive con- 
sequences. 

It w'as at this juncture that Japan turned to Western money 
markets. She proceeded to borrow heavily on the credit of the gov- 
ernment. Extensive loan flotations between 1896 and 1913, amount- 
ing in all to almost 2 billion yen ($1 billion), made it possible to 
finance a large excess of imports over exports through the period. 

By this means the total real resources at the disposal of the nation 
for consumption, investment, and government purposes WTre aug- 
mented, even though return interest and amortization payments 
abroad quickly began to cut down the net annual yield from further 
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borrowings. As the government did virtually all the borrowing, and 
at comparatively low rates, it was able to meet its own financial 
needs more economically than at home. Meanwhile it freed the do- 
mestic capital market for private borrowers. Most important, per- 
haps, assistance was provided at one of the chief bottlenecks to 
national expansion, i.c., the need for large imports of military and 
industrial equipment and materials from overseas. 

Since this was the one prewar period when Japan imported 
foreign capital on a large scale, it may be appropriate at this 
point to examine the episode a little more fully. 

The Balance of Payments and Foreign Borrowing. Today it seems 
rather curious that the Japanese should have borrowed so little 
overseas through most of the era 1868 to 1938, relying instead on 
their own resources. Elsewhere capital imports have served indus- 
trializing nations in a variety of ways. Sometimes they have paid for 
purchases of machinery and technical know-how, or have furnished 
currency reserves, or offset the servicing of previous borrowings. 
More often the foreign buying power they provide has been used 
generally to enlarge the total volume of resources currently avail- 
able, so that large investment or war-spending programs could be 
undertaken without undue strain on the financial mechanisms and 
consumption standards of a country. 

In the case of Japan one type of capital inflow, foreign business 
investment, has played a strategic role in helping to transfer to 
Japanese equipment industries the advanced engineering techniques 
of the West. This point is discussed in Chapter 6, along with the 
broader aspects of technological borrowing. From a financial stand- 
point, however, direct foreign investment in Japan has never been 
significant in the aggregate, in relation to either business capital 
or the balance of payments. And it was much more than offset 
throughout the prewar decades by Japanese business investment 
overseas, in the colonies and elsewdiere. Such large-scale borrowing 
from the West as took place w’as by the government itself, or its 
quasi-official banks and development corporations. It was largely 
portfolio borrowing from private investors abroad, and it was con- 
fined mainly to the period 1899 to 1913. 

Prior to 1897, the deterrents to the flow' of Western capital into 
Japan w'ere found on both sides. The Japanese w'ere w'ary of financial 
imperialism, seeing it in operation among their Asiatic neighbors. 
In any case Japan was not a very inviting opportunity, for either 
the European rentier investor or the European businessman. Two 
small loans were issued in 1870 and 1873. Paying 9% and 7%, they 
yielded only 30 million yen. No more foreign capital entered the 
country for twenty-five years, except for small sums invested by 
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foreign trading firms.®* Japan was drawing heavily on the West, 
but for knowledge and purchased equipment, not financial loans. 
She paid for her merchandise imports through 1895 with the 
proceeds of her silk and other exports. The small surplus which 
accrued was used to retire the above loans on maturity and to cover 
other outlays like military expenditures abroad. The chief items 
(net) in her international current accounts from 1873 to 1895 are 
summarized in Table 21, below. 

With the prestige won in her quick victory over China, and the 
adoption of the gold standard in 1897, the Japanese government 
moved into a position where it could more advantageously seek 
financial aid overseas as it needed. The China war itself yielded an 
indemnity of 360 million yen, payable in sterling. However, this 
failed to meet the needs of the expansionist programs now set in 
motion. From 1897 to 1903 domestic bonds amounting to 93 million 
yen were marketed abroad, and a £10 million loan floated in London 
at a net interest of only 4.4%. Borrowing began in earnest with the 
outbreak of war with Russia. Thirteen sterling and franc loans 
were made by the national government between 1904 and 1913, 
aggregating £145 million and Fr. 650 million. Smaller sums were 
also raised by Japanese municipalities and corporations — the latter 
being mainly the semi-official South Manchuria Railway, the In- 
dustrial Bank of Japan, and the Oriental Development Company.®^ 

The steep rise in the country’s foreign debt as a result of these 
operations is shown in Table 20. 

Japan’s gross foreign indebtedness growing out of security pur- 
chases abroad at face value rose from 467,000 yen in 1896 to 1,970 
million yen at the end of 1913. As these securities were sold at an 
average discount of about 10% (including commissions),®* they 
yielded about 1,775 million yen. The >var indemnity, paid over in 
1896-98, added 360 million yen; Japan’s slice of the subsequent 
Boxer indemnity, another 24 million. Meanwhile direct business in- 
vestments by foreigners in Japan probably increased by 50 million 

Harold G. Moulton, Japan, An Economic and Financial Appraisal, Washington, 
1931, pp. 490-97. 

Statistical details of Japan’s prewar foreign borrowings are readily found in 
various government publications, for example, Ministry of Finance, Statistical 
Year-Book of Finance and Economy of Japan, 1948, opposite p. 824, and the 
Ministry’s prewar Financial and Economic Annual of Japan, annual. The best discus- 
sions in English of Japan’s foreign borrowing experience are in Moulton's work cited 
above; Margaret S. Gordon’s study in £. B. Schumpeter, ed.. The Industrialization 
of Japan and Manchukuo, 1980-1940, New York, 1940; the book by the former 
minister of finance .Tunnosuke Inouye, Problems of the Japanese Foreign Exchange, 
1914-1920, London, 1931 ; and particularly a forthcoming study of foreign capital in 
Japan by Edwin P. Reubens, of Cornell University. 

2 B Moulton, op.nt,, p. 607. 
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Table 20. Outstanding Foreign Loan Indebtedness of Japan Proper, 1896-1934.^ 


YEAR-END 

TOTAL 

FOREION LOAN 

INDEBTEDNESS 

FOREICIN-CITRRENCr BONDS 

AND DEBENTURES OUTSTANDING 
Municipal and 
National Corporate 

DOMESTIC 

ISSUES 

SOLD ABROAD 

1896 

— 

— 

— 

— 

1904 

421 

312 

4 

105 

1913 

1,970 

1,525 

344 

101 

1919 

1,722 

1,311 

313 

98 

1929 

2,304 

1,447 

711 

146 

1934 

2,041 

1,408 

583 

50 


■ Adapted from Harold CJ. Moulton, Japan, An Economic and Financial Appraisal, Wash- 
ington, 1931, pp. 494-9.5, except that 1934 figures are from Mitsubishi Kconomic Research 
Bureau, Japanese Trade and Industry, London, 1936, p. 88. See also Oriental Economist, The 
Foreign Trade of Japan, A Statistical Survey, Tokyo, 1935, p. 696. Estimated sales of domestic 
bonds abroad do not include home issues of municipalities, or, in 1934, any such issues of 
corporate debentures. Nor do they allow for extensive repatriation of foreign currency bonds 
into the hands of Japanese nationals, as discussed in the text. The conversion of foreign issues 
into Japanese currency, after the yen depreciation of 1931-32, remains at the earlier rates: 
pound sterling, 9.763 yen; U.S. dollar, 2.006 yen; franc, 0.387 yen. 


yen or so. Total receipts from all these sources were therefore about 
2,200 million yen. On the other hand, part of the loan and indemnity 
proceeds were left abroad as short-term assets, largely specie hold- 
ings. Such holdings at the end of 1913 were 227 million yen higher 
than in 1899.“® Also, Japanese capital went abroad for foreign long- 
term investment (mostly in China) in the amount of 300 to 350 mil- 
lion yen.” Thus the net inflow of capital in the form of loans, in- 
demnities, and investments from 1896 through 1913 was on the 
order of 1,600 million yon ($800 million) or more. The figures are 
necessarily inexact, but they leave no doubt that Japan borrowed 
heavily abroad at this critical turning point in her modern history. 

The significance of this foreign borrowing has already been in- 
dicated. For Japan the twenty years before World War I were 

2« HAd., p. 639. 

27 r. F. Remer’s careful study of Foreign Investments in China, New York, 1933, 
valiic.s Japanese inve.stments in China in 1914 at U.S. $219.6 million, or about 440 
million yen (p. 446). Direct bu.sincss investment comprised 385 million yen, and 
loans to the Chinese government and corporations the remainder. An earlier esti- 
mate by the Bank of Japan puts the Japanese total at 365 million yen. (Moulton, 
op.rit., pp. 508-09.) Both estimates include 90 to 100 million yen for properties of 
the South Manchuria Railway taken over from Russia without international pay- 
ment. To its China figure the Bank of Japan adds 96 million yen for Japanese in- 
ve-stments in Hawaii, the United States, and other foreign countries. Presuming 
that the 1914 estimates for both China and elsewhere include some assets created 
throiigli the reinvestment of profits abroad, one may conclude that the actual export 
of capital from Japan to foreign countries to be offset against the inflow recorded 
above was probably 800 to 860 million yen. This leaves out investments in Formosa 
and Korea. 
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years of rapid economic expansion. In particular, military expendi- 
ture and private capital formation strained the capacity of the 
country to mobilize resources over and above its requirements for 
civilian consumption.^® Evidence of the strain is seen in the steady' 
rise of commodity prices, which doubled from 1893 to 1913. Foreign 
borrowing itself contributed to the increase in spending, especially 
as the Bank of Japan enlarged its note issue against the specie hold- 
ings acquired. But it also served to relieve the pressure at critical 
points, and thus to accelerate the expansion process. 

Most of the borrowing, first of all, had as its immediate purpose 
financing the deficits in the national budget incurred primarily for 
military expenditure. The government’s current outlays were cov- 
ered mainly by taxes, it is true. But foreign loans added a significant 
margin, especially in the war years. Of the entire national debt, 
2,600 million yen in 1913, foreign holdings of government bonds 
comprised 1,600 million yen. The State thus met its fiscal needs 
without monopolizing the domestic capital market, and did so mostly 
at interest rates no higher than to 5%. It was also helped 
directly in making sizable military expenditures abroad. 

For the country as a whole, capital imports served to augment 
the real resources at its disposal through the large excess of com- 
modity imports which they permitted. Table 21 shows an Empire 
deficit of 1,083 million yen on current account from 1904 through 
1913. Probably it was 400 to 500 million yen in the preceding eight 
years. This is not far from the direct estimate of 1,600 million yen 
of net capital inflow. It is only about 2V2% Japan’s total na- 
tional income through these years, as estimated by Yamada.*® 
Against the inflow, moreover, must be set the rising obligation of 
interest payments abroad. Table 21 shows that these payments 
already amounted to 637 million yen in 1904-13, or over 60% of 
the net capital imports of the decade. During the war years of 
heaviest borrowing, liowever, the temporary gain was much larger. 
And generally througli the period, foreign borrowing enabled pri- 
vate domestic investment and the government deficit to exceed sav- 
ings by a considerable sum. It is significant that personal liquid 
savings, as estimated in Table 19, increased no more than 300 million 
yen a year from 1903 to 1912. By comparison with this estimate, 
admittedly an incomplete one, foreign holdings of Japanese securi- 
ties grew as much as 178 million yen a year. 

For example, in 1906-07, on the heels of a war costing 1^00 million yen, some 
311 new companies were floated calling for a capital investment of over 400 million 
yen in cotton mills, electric railways, shipping, mining, etc. The Japan Year Book, 
1906, p. 227. 

"Nihon Kokumin Shotoku Suikei Shiryo, cited, pp. 114-17. 
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Table 21. Balance of Current International Payments of 
the Japanese Umpire, 1S73~J9S()’^ 

(millions of yen) 


7575-35 im-IOOS 

lUOi-IS 

1914-19 

1920-29 

1930-36 

Net balance of 
current transac- 
tions and gold 


-1,083 

2431 


1,302 

Merchandise 

traded SO 

—ssr, 

—707 

1,198 


—538 

Invisibles 


—436 

1,838 

1,897 

1,032 

Interest and 

dividends —25 

— 41 

-637 

— 314 

— 603 

—665 

Income on 
undertaking.s 
and services 
abroad 


274 

441 

1 ,094 * 

1,049 

Freight receiyits 


252 

1,357 

1,424 

968 

Government pay- 
ments abroad 


—330 

166 

— 344 

—660 

Other 


4 

187 

326 

340 

Gold^ 72 

-62 

60 

— 6 O 4 

-/,52 

808 

■ Data for 1904-36 compiled by Margaret 

S. Gordon 

in E. 3. 

Schum])eter, ed.. 

. The In- 

dustrialization of Japan and 

Manchukuo, 

1980-1940, New York, 

1940, pp. 8fif>, 

875, 880, 


tabic III. Fipupc-s on trade, interc.<!t, and specie, 1873-1,903, from Harold G. Moulton, Japan, 
An Eeonomir and Financial AppraisaU Waslilnfijton, 1931, pp. 490-501. All statistics relate 
to the Kinpire, including Japan Proper and Sakhalin, Korea, Formosa, and Nanyo (as 
each V’as assimilated). 

The dollar value of the yen declined from U.S. 102 cents in 1874 to 51 cents in 1895; it 
fluctuated around 49.5 cents from 1890 to 1919; through the decade 1920-29 it averaced 40.4 
cents; and after 1931 it dropped to 28 to 29 rent.s, averaging 34.1 cents during the years 
1930-36. 

l*All specie movements prior to 1904 are included with gold; thereafter specie other than 
gold is included with merchandise trade. F/xports of gold, like other commoditie.s, are a credit 
item; imports a debit item. 

Commodity exports are believed to have been consistently undervalued in prewar Japan, 
thus exaggerating the trade deficit (or understating the surplus). Mrs. Gordon concludes 
(p. 910) that the error in the later years may have run to 100 to 200 million yen a year. Be- 
fore 1914 it was smaller. Junnosuke Tnouye says (Prohlemn of the Japanese Foreign 
Exchange, J9J4-19S6, London, 1931, p. 205) that ex]>orter.s’ declarations undervalued true 
f.o.b. export values by 4%, according to the Department of Finance. 


The loans were not tied to specific imports of capital ^oods for 
tlie most part. They served mainly to enlarge the general pool of 
foreign exchange resources on which Japanese importers could 
draw — with certain priorities dictated, no doubt, by the govern- 
ment and its special banks. Yet the small amounts of consumer goods 
in the import tables of these years show that the savings institutions, 
consumption habits, and tax burdens of the time were such that 
the proceeds of the loans were spent mainly on materials and equip- 
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ment for industrialization and armament. There does not appear 
to have been even much indirect “leakage” on finished consumer 
goods through the multiplied effects of investment spending on 
national income. Nor did rising incomes at home prevent exports 
from tripling in volume between 1900 and 1913. (Probably they 
did contribute to the failure of exports to grow from 1904' to 
1908.)»® 

Viewing the Japanese case in retrospect, one may conclude that 
it was a rather successful case of foreign borrowing, in the sense 
that a large flow of private rentier capital from abroad was attracted, 
largely on government credit. It was utilized to tide the country 
over a difficult financial period, without introducing the political 
frictions or foreign controls which have often attended external bor- 
rowing elsewhere. The interest charges piled up were to prove a 
burden in subsequent years, especially since the windfall surpluses 
which were soon to appear, in the war years 1914-19, were not used 
to retire the debt. They were a diminishing burden, however, as the 
country’s productive capacity and foreign trade steadily increased. 

Just what contribution was made by this borrowing episode to 
Japan’s actual economic development is more difficult to determine. 
It was war and armament more than anything else which created 
the need, and absorbed the bulk of the funds placed at the govern- 
ment’s disposal. Except as the military expenditure of the time can 
be shown to have enlarged the nation’s capacity to gain something 
more than armies, warships, and territory flying the Rising Sun, 
the foreign borrowing must be regarded as a chapter in Japan’s 
military expansion more than anything else. It may be, neverthe- 
less, that the war spending of these years, with its still limited scale 
and successful military outcome, so stimulated the general advance 
of industrialization that it more than paid for itself in the end. (See 
below, pages 291 ff.) 

From Debtor to Creditor. The remainder of Japan’s prewar bor- 
rowing experience may be briefly summarized. Already on the eve 
of World War I her foreign indebtedness had reached its all-time 
peak. Her foreign bond obligations stood at 1,970 million yen. To 
this sum the assets of foreign business enterprise in the country 
probably added no more than 70 million yen.*^ Meanwhile Japanese 
assets abroad comprised specie holdings of 246 million yen and long- 
term investments estimated at 536 million yen. (See above.) Of the 

80 The Foreign Trade of Japant A Statietical Survey, cited, p. 698. 

81 Moulton puts direct foreign investments in Japan at 100 million yen in 1918, 
capitalizing at 8% the outgo on “Foreign undertakings and services.” (op.cit., p. 607.) 
Mrs. Gordon (Schumpeter, ed., op.cit., p. 922) cuts it to the above figure of 70 
million yen, since this outgo includes personal remittances as well as business profits. 
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latter, the properties of the South Manchuria Railway alone ac- 
counted for 231 million yen. With these offsets, net foreign indebted- 
ness was reduced to 1,250 to 1,300 million yen in 1914 — about $650 
million. 

The war years 1914-19 brought a sudden reversal in this debtor 
position. Overnight Japan became a creditor of large proportiona, 
as the boom in exports and shipping piled up huge balances abroad. 
Domestic capital formation also took place on a considerable scale. 
Yet the inflated volume of savings (9,000 million yen in the cate- 
gories given in Table 19) was sufficient to support this capital ex- 
port in addition. The accumulation of short-term balances, together 
with loans to the British, French, and Russian governments, mo- 
mentarily gave the nation a net creditor position of 1,350 to 1,400 
million yen at the end of 1919. The position was an abnormal one, 
however. It was soon liquidated. Britain and France repaid their 
war debts, and specie holdings abroad were virtually used, up in 
supporting the overvalued yen and financing the heavy trade deficits 
of tiic twenties. From 1920 to 1929 Allied loan obligations were re- 
duced by 317 million yen and foreign specie balances by at least 
1,229 million yen.** * 

Other two-way capital movements took place through the twenties. 
The Japanese government itself floated several sterling and dollar 
loans, mostly for refunding purposes. Smaller issues were also 
placed abroad by electric utilities, banks, and municipalities.** The 
figures given earlier (Table 20) put total foreign loan indebtedness 
at 2,304 million yen in 1929 and 2,041 million in 1934. Concurrently, 
foreign business investment in Japan increased by 100 million yen 
or so in the postwar decade, and Japanese capital exports outside 
the Empire by two or three times this sum. The net movement of 
capital, however, is obscured by large unrecorded flows of short- 
term funds back and forth, and by uncertainty as to real deficit on 
trade and invisible account. If export declarations undervalued ex- 
ports by at least 4% (see Table 21, note b) the reported Empire 
deficit of 2,772 million yen on current account actually scales down 
to no more than 2,000 million yen. This is not much more than the 
return of wartime funds invested in Allied loans and foreign specie 
balances. 

Over the twenty-year period 1914-34, considered as a whole, it 
appears that Japan was a lender rather than a borrower overseas. 

B2 Moulton, op.cit., pp. 616-21. The government ceased publication of foreign 
specie balances at the end of 1928, when only 114 million yen remained. 

>8 See Yasuzo Horie, “Foreign Capital and the Japanese Capitalism after the 
World War i,” Kyoto Univertity Economic RevieWt vol. xx, no. 1, April I960, 
pp. 88-69. 
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The credit surpluses accumulated during 1914‘-19 were largely 
dissipated in the postwar decade, but were succeeded by new overseas 
investments, particularly in Manchuria. Even the net foreign bor- 
rowing of tbe twenties (disregarding Japanese investment in the 
colonies) was slight in relation to the country’s own capital re- 
sources or its trading operations overseas. Foreign capital now 
entering Japan was significant chiefly in relation to the techno- 
logical borrowing which accompanied Western business investment 
in Japan. Exports of Japanese capital served on the other hand to 
carry Japanese business enterprise to the colonies and China, and 
to extend concurrently tbe nation’s political influence and control 
in East Asia. On balance Japan did not repeat the borrowing episode 
of 1897-1913. Indeed, the thirties witnessed an outpouring of funds 
into the development of Manchuria, Korea, and Formosa. (See 
dmptcr 10.) 

By 1934? Japan’s gross foreign indebtedness probably stood at 
little more than 1,500 million yen. Year-end figures (Table 20) 
place the total of Japanese bonds and debentures nominally held 
abroad at 2,041 million yen — about the same as in 1913. However, 
many of these securities actually had now been repurchased by 
Japanese nationals. 'IMie repatriated share is estimated at one third in 
1934, and no less than one half by 1937.^* These estimates are 
probably on the low side. An allowance of 150 to 200 million yen 
for direct foreign investment in Japan'*’’ gives us about 1,500 million 
yen ($750 million) as tlie gross total of claims and assets held in 
Japan by nonresidents of the Empire at the end of 1934 — less than 
in 1913. (Short-term bank balances are excluded from this total, 
and Japanese foreign-currency bonds arc valued at prc-1931 ex- 
change rates.) 

Japan’s own overseas assets far exceeded her obligations by this 
time. Investments outside the Japanese colonies by individuals and 

The 1934 year-end estimate is from Japanette Trai^r and Induatry^ cited, p. 83. 
The 1937 figure is the Finance Ministry’s estimate quoted in Foreign Affairs Asso- 
ciation of Japan, Japan's Finance and Industry^ Tokyo, 1937?, p. 6. In private 
correspondence an official of tlu. Yokohama Specie Rank e.stimated in 1936 that 
40 to H0% of Japan’s $360 million of dollar bonds outstanding had been repatriated. 

86 Moulton USC.S remittance figures from the balance of payments to arrive at an 
estimate of 245 million yen for direct foreign investment in Japan at the end of 
1929. (op.rit.^ p. .524.) In adopting a lower figure here 1 have been influenced by 
the facts that foreign business investment in Jajian was mainly American, and 
that direct American investments (those carrying with them a significant degree 
of control over management) were only IJ.S. $60.7 million at the end of 1929 and 
U.S. $46.7 million at the end of 1936. For the nature of these investments see U.S. 
Department of Commerce, American Direct Investments in Foreign Countries — 
7.9.96, Washington, 19.38, p. 16. At the end of 1941 foreign capital paid up in Japa- 
nese companies totalled only 106 million yen. (Horie, op.cit.^ pp. 65-56.) The total 
paid-up cajiilul of all Japanese companies was 30,453 million yen. 
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firms domiciled in J apan Proper probably approached 2,500 million 
yen in value in 1931. They were largely in China, and especially 
Manchuria.^® During the years 1932-34 new Japanese investment 
in Manchuria is put at 520 million yen.®^ While there was also some 
new investment elsewhere, the balance of payments data suggest 
that a good deal of liquidation took place too. It would probably 
be safe to say that long-term foreign assets owned in Japan totalled 
around 3,000 million yen in value at the end of 1934. 

In addition, Japanese banks and business concerns had now built 
up substantial holdings in Korea and Formosa, and lesser invest- 
ments in Sakhalin and the Mandated Islands. Without searching 
the literature at length, I have found little basis for estimating such 
holdings, especially properties owned by institutions and persons 
domiciled in Japan Proper. They seem to have defied any compre- 
hensive census, .so intricate were the financial relations between the 
home islands and the overseas territories. From stray bits of evidence 
one suspccls that they approached in scale the Manchurian invest- 
ment, 1,800 to 2,000 million yen in 1934, but this is little nmre than 
guesswork. ^ 

It is clear, in any event, that Japan was now a creditor nation by 
a considerable margin, in the sense that the valuation placed upon 
the overseas as.sets of residents of the home islands was several times 
the claims of nonresidents on the wealth of Japan Proper. This had 
probably been true ever since 1918, if colonial inve.stment is reckoned 

•<« Jap/jnt'.se investments in China had a value of 2,27-1. million yen at the end of 
1930, according to C. F. Reiner’s autluiritalive study, already cited, p. 548. 'I'hey 
coinpri.sed (in millions of yen): direct business investment in Manchuria, 1,100; 
business investment elsewhere in China, f>48; secured loans and railway and eoin- 
niunications obligations of the Chinese government, 248; unsecured government loans, 
200; investment in (’liinese corporations, 77. Firm estimates of Japanese assets out- 
side China are lacking. Tnouye {op.rit.j app. -x) puts Japanese capital in .Southeast 
Asia at 134 million yen in 1924, A 1927 study of the Ministry of Comincrec and 
Industry (Reiner, op.rit., p. 448) reports overseas investments of 110 million yen 
by eighty-nine leading Ja]).'ine.se companies, exclusive of loans, and outside the fields 
of shipjiing, finance, and insurance. The Mitsubi.shi F.conomic Research Bureau 
(op.cif.j p. 92) makes a statement regarding .rapnne.se capital in China which implies 
that foreign investment elsewhere stood at about .SOO million yen in 19.S1. On this 
slender evidence, and allowing for the fact that Remer’s (’hina figures include some 
assets of Japanese resident in China, T conclude that total foreign investment in 
1931 was on the order of 2,500 million yen. This is somewhat above the estimate <tf 
2,209 million yen of foreign assets included in the 1930 census of national wealth 
by the Cabinet Bureau of Statistics. 

87 Annual estimates of the Japanese government’s Bureau of Manehoukiio AfT.airs 
for 1932-39 are given in “Japan’s Manehoukuo Investments,” Oriental Economist^ 
vol. VII, no. 3 March 1940, yip. 152-54. While the figures omit additions to corporate 
reserves, they appear to include some investment by companies and individuals 
domiciled in Manchuria. The period of heavy investment in Yen Bloc territoric.s, 
Inspired by goals of military self-siiffieicney, only began in 1934. From 1935 through 
19.39 another 2,534 million yen was sunk in Manchuria, according to the Bureau’s 
figures. 
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in. Leaving the colonies aside, long-term foreign assets owned in 
Japan were valued at about 3,000 million yen at the end of 1934, 
as compared with counterobligations of no more than 1,500 million 
yen. 

These debtor-creditor accounts, it should be pointed out, are no 
gauge of the annual remittances of interest, dividends, and profits 
to and from Japan. Actually outpayments from the Empire to 
foreign countries for this purpose still exceeded inpayments by a 
small margin after 1930, according to balance of payments figures. 
Nor is such a census of assets any measure of the earlier movement 
of. capital in and out of the country. As it happens, Japan’s debt 
obligations did represent actual capital imports in large part. 
Absorbed mainly from 1897 to 1913, they augmented the real re- 
sources at the disposal of the economy. By contrast, Japanese assets 
overseas were largely entrepreneur investments which had increased 
in value partly through the reinvestment of profits, the apprecia- 
tion of capital values, and even military seizure as in the case of the 
South Manchuria Railway. Remer states (op.cif., p. 650) that 
Japanese investments in China valued at 2,274 million yen in 1931 
had been created with actual remittances from the home islands of 
no more than 1,200 million yen. This is hardly more than 50% of 
the total. 

The actual export of capital from prewar Japan was thus more 
modest than the growing margin of external assets over obligations 
might suggest. Net capital outflow assumed large proportions only 
in two war periods, 1914-19 and 1934-39 — both of them abnormal 
and short-lived in duration. Prior to 1934 a slow growth was taking 
place in Japanese business enterprise and in\estment in East Asia; 
yet it remained concentrated chiefly in China, Korea, and Formosa, 
where it owed much to political influence and government patronage. 
Such overseas business enterprise was significant in relation to Japa- 
nese trade and imperialism. On balance, however, it actually drew 
little wealth produced in Japan Proper into external investment, 
until the Empire development schemes of the late thirties. A much 
greater drain on resources for domestic investment was imposed by 
military expenditure in support of the expanding Empire, together 
with related financial outlays for colonial subsidy and political in- 
trigue in China. If Japan imported little capital from abroad after 
1913, neither did she devote sums to capital export which were very 
significant in the total scale of national savings and investment. 

Capital Formation, 1913-38. To return to the broader aspects of 
capital, the war years 1914-19 greatly accelerated the formation 
of capital in Japan from domestic sources, by comparison with the 
earlier period. The expansion of foreign trade and industry was 
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associated with an unprecedented increase in savings. Part of these 
savings went into the foreign credits mentioned above, and the re- 
mainder into domestic investment. 

New investment in agricultural capital may well have slackened 
from this time on. The farmer was hard-pressed to compete with 
industry for credit, and the government never made a determined 
effort to step up agricultural output by large-scale public outlays. 
In industry and transport, on the other hand, the war boom raised 
investment activity to a liigh level. Thereafter it slumped, as infla- 
tionary prosperity gave way to years of deflation and financial dis- 
order. Probably domestic capital formation remained at a relatively 
low level through the twenties ; meanwhile disinvestment abroad was 
reflected in tlie large import deficits of these years. (Tables 19 and 
21, above.) This is one reason why industrial wage rates rose 50% 
in buying power from 1915-19 to 1925-29, the one period in prewar 
Japan when they moved rapidly upward, thanks to the falling cost 
of living. (See above, page 14*4.) 

The most significant gains in productive capacity during the 
postwar decade were technological improvements in capital efficiency, 
which proceeded apace. In Japanese industry, as contrasted with 
agriculture, they were especially marked from 1926 to 1931, under 
the pressure of falling prices and dwindling profit margins. (See 
Chapters 2 and 4.) They set the stage in turii for the upsurge of 
production and new capital formation in the thirties. Agr-m the 
financial statistics show a renewed expansion of savings and invest- 
ment, turning increasingly to military purposes as war mobilization 
gripped the economy. By 1937 corporate profits and new capital 
issues had nearly doubled the levels of 1929. The output of the 
equipment industries grew more or less in proportion. Meanwhile 
real wage rates failed to share appreciably in the advance.®* 

While many details in support of these general statements can 
be produced, and appear elsewhere in this volume, we are not much 
better off in this period than the earlier one when it comes to measur- 
ing aggregate capital formation. Three sets of data may be briefly 
considered. 

One direct approach to the growth of Japanese capital is through 
successive estimates of national wealth. There were seven such esti- 
mates between 1905 and 1935. The Cabinet Bureau of Statistics, 
on publishing the 1930 census (Table 18), attempted to revise the 
earlier totals for 1913, 1919, and 1924 on a comparable basis. When 
this series is deflated crudely for price changes, with the 1935 
estimate added, it shows a geometric rate of increase in national 

SB The gains of the depression years were largely cancelled by the subsequent rise 
of living costs. 



wealth of 3.8% a year from 1913 to 1935 — higher during 1913-19 
and 1930-35, low^r during the twenties. The estimates are so ques- 
tionable in their meaning, accuracy, and consistency, however, that 
one must reject them as quite unreliable for the purpose in view.®*^ 

A second approach to the measurement of capital formation is 
through financial statistics indicating the growth of savings. Gross 
private savings consist of corporate savings in the form of undis- 
tributed company profits, depreciation charges, and other capital 
outlays charged to current expense, plus the personal savings of 
individuals and unincorporated proprietors, i.e., their surplus of in- 
come over and above consumption expenditure and taxes. In the 
aggregate such savings are equal, by definition, to gross invest- 
ment plus the government deficit (or minus the government surplus) . 

Certain partial estimates of gross private savings in Japan were 
given in Table 19, based on data compiled by Yamada. They are 
computed by adding up year-end changes in holdings of cash, de- 
posits, securities, etc. by individuals and companies other than 
financial institutions, with the further addition of undistributed 
company profits. Private savings thus estimated may be compared 
with Yarnada’s estimates of national income in five-year annual 
averages as follows (in millions of yen) 



Gross Private Savings 

{partial estimate) National Income 

Savings -^Income 

1913-17 

804 

4,964 

16.2 

1918-22 

2,230 

11,882 

18.8 

1923-27 

1,328 

13,804 

9.6 

1928-32 

1,19G 

12,184 

9.8 

1933-37 

3,355 

15,509 

21.6 


As one would expect, the savings ratio is high during World 
War I, much lower during 1923-32, and rises steeply in the boom of 
tlie thirties. For tlie entire twenty-five-year period it averages 
15.3%."' 

a'* Fifjures for ISIS-HO will be found in S. Shiomi, “On the National Wealth of 
Japan jn the Year 1930,” Kyoto Vniverttity Economic Review^ vol. ix, no. 1, July 
1934, ]). 25; the ISS.*) estimate is reprinted in Prime Minister’s Office, Statistics Bureau, 
Japan StatUticnl Year-Rook, Tokyo, 1949, pp. 782-83. Details of the 1924 census, 

to#^ether with earlier estimates, are given in K. Mori, “The Estimate of the National 
Wealth and Income of Japan Proper,” Bulletin de Vfnsiitut International de 
Statistiqufit vol. xxv, part 2, pp. 179-204; also S. Shiomi, “On Japan's National 
Wealth and Income,” Kyoto University Economic Review, vol. iv, no. 1, July 1929, 
pp. 28-40. 

For details as to these estimates, see above. Tables 12 and 19. 

41 Similar estimates of “savings,” usually more ambiguous in character, were pub- 
lished by Japanc.se economists and the Ministry of Finance in the thirties; see, for 
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One should not read more into these figures than they warrant. 
They do not give a true estimate of gross savings unless numerous 
omissions and probable duplications happen to cancel out. They 
leave out entirely certain components of real saving — for example, 
the farmer’s improvements in his own land, the small proprietor’s 
acquisition of real property net of depreciation, the capital outlays 
of companies charged to depreciation and current expense.'*® They 
also fail to reflect accidental damage to capital assets, as in the 
1923 earthquake. Moreover, even if accurately computed, gross sav- 
ings are not to be equated with investment. The}" may be balanced 
partly with deficit spending by the government, whose expenditure 
may or may not contain elements of investment. The steep increase 
of 1933-37, particularly, was associated with large government 
deficits financed by ^‘red-ink” bonds. About all that can be said, 
without much more detailed inquiry, is that a large-scale process 
of savings and investment was now being conducted through the 
financial institutions of Japan to cover the capital requirements of 
private business and the budgetary needs of the government. 

A third method of gauging capital formation is through national 
expenditure accounts. Estimates of the main components in Japan 
during the years 1930 and thereafter have been published by the 
postwar Economic Stabilization Board. Table 22 gives a summary 
of the figures for 1930-38, with such details of the investment ac- 
counts as are available. 

Capital formation is represented in Table 22 principally by 
private domestic investment expenditure on residential dwellings, 
producers’ ])lant, and inventory increases. Such outlays are given 
as only 6.2% of gross national expenditure in the depression years 
1930-32. They increase to 11.3% in the recovery period 193*3-35, 
and then rise to 18.7% in the three years that follow. (The forma- 
tion of new capital would have been of smaller proportions, for 
gross investment by definition includes depreciation charges and 
other allowances for business consumption of durable goods.) An- 
other indeterminate share of capital expenditure is that portion of 

example, S. Hijikata, “Saikin Waga Kuni Kokumin Shotoku,” Keizai-gaku Itonnhu, 
vol. vm, July 1938, pp. 810-29. 

Corpr>riitc balance sheets in Japan arc a poor guide to changes in corporate 
assets, particularly those accounts which are prepared with an eye on the tax 
collector. In Japanese business practice profits and reserves are often put ahead 
of depreciation. Large amounts may be charged off to depreciation in good times but 
little or nothing when business is poor. The U.S. Department of State’s Report of 
the Mission on Japanese Combines, Washington, 1946, remarks that “the financial 
statements submitted to Japanese stockholders are curiosities in obscurity and 
evasion." (Part i, p. 26.) Even in the United States, with its more rigorous account- 
ing standards, inaccurate valuation practices make it difficult to estimate invested 
capita] from the balance sheets of corporations. 
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Table 22. Investment Expenditure in Relation to Gross 
National Expenditure in Japan Proper, 1930-38 
{Economic Stabilisation BoardY 


ANNUAL AVERAGE 

(millions of yen) 



1930-32 

19SS-36 

1936-38 

Gross national expenditure 

12,339 

16,038 

22,364 

Personal consumption expenditure 

9,372 

10,^83 

12,797 

Government expenditure on goods 
and services 

1,838 

2487 

4,772 

Gross private domestic investment 

763 

1,7^5 

4.181 

Residential construction 

274 

327 

409 

Producers’ plant and equipment 

69 

445 

2,117 

Net change in business inventories 

420 

973 

1,654 

Net foreign investment 

366 

320 

616 


a Adapted from Y. Yamada, Nihon Kokumin Shotoku Suikei Shiryo, Tokyo, 1951, pp. 21, 106. 


government outlays going into capital creation and maintenance. 
Finally, net lending to the rest of the world — the balance of current 
receipts over payments on account of trade and invisible transactions 
— ran between 2 and 3% of gross national expenditure as given 
here. 

These figures, like the savings estimates of Table 19, indicate 
an investment process of substantial proportions in the thirties. 
As statistical estimates, however, they too rest on incomplete and 
uncertain data. Residential construction is believed to omit farm 
dwellings as well as other dwellings used partly for business pur- 
poses. There can hardly be any firm basis for estimating gross 
investment on the part of great masses of small farmers and business- 
men. Evidently it is not included at all in the case of finance, trans- 
port, communications, and professional services. Nor did accounting 
practice meet the requirement for such estimates even in the world 
of corporate industry and trade, as noted above. I have not had the 
opportunity to examine the Stabilization Board’s calculations in 
detail ; more adequate knowledge of its methods might modify these 
doubts. Yet it is difficult to believe that such estimates for the prewar 
years can serve as the basis for any firm statistical judgment con- 
cerning the actual volume of capital formation in relation to income 
and consumption. 

It is regrettable that a phase of Japan’s economic development so 
significant as the growth of income-producing wealth should re- 
main so obscure in statistical terms. Here is a field where fresh in- 
vestigation would probably add considerably to understanding. Yet 
the facts of capital formation are elusive in all countries, as are the 
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very concepts themselves.*® Even where the financial data are fairly 
complete, there remains the problem of allowing for qualitative 
improvements. Advances in capital technique are often more im- 
portant in raising productivity than merely duplicating existing 
equipment. Multiplying kerosene lamps and sailing vessels is not 
to be compared with introducing the electric light and the marine 
engine. This aspect of capital, discussed in Chapter 4, is certainly 
no less significant than the quantitative measurements under discus- 
sion here. 

Moreover, in Japan, as throughout Asia, the problem of measur- 
ing capital formation is greatly complicated by the persistence of 
small, unincorporated enterprise through large sectors of the econ- 
omy. Upwards of half of Japanese economic life was still organized 
on this principle as late as 1930. It characterized not only agri- 
culture but much of the field of manufacturing and services as well. 
Even with the decline of industrial handicrafts and progressive 
adoption of the juristic form of the company and partnership, the 
stock of capital in the hands of unincorporated firms and individuals 
must have grown substantially in the aggregate through the prewar 
decades. It continued to comprise a major portion of the national 
capital, even if we exclude land. 

Most of this unincorporated investment proceeded through the 
accretion of small units. A good deal took place without resort to 
financial institutions except perhaps the local moneylender. Capital 
accounting was rudimentary where it existed at all. In rural Japan 
productive assets might be created simply by employing local labor 
directly in improvements in land, buildings, simple agricultural or 
industrial tools and vehicles, or forestry and fishery resources. A 
farmer uses his spare time to convert a hillside to irrigated paddy 
fields; a village reclaims a coastal strip by building a dyke; small 
traders and industrialists invest bits of savings in equipment and 
working capital; myriads of home-owners use their own labor and 
earnings to build new houses, which may also be places of business. 
In good times land may be improved, tools and machinery pur- 
chased, buildings constructed, and materials accumulated on a con- 
siderable scale. In hard times the entrepreneur draws heavily on his 
capital by curtailing his stock of goods or allowing his land, build- 
ings, or tools to deteriorate. He may also borrow for consumption 
purposes. Rarely can the individual himself calculate his net in- 
vestment or disinvestment, much less any central statistical agency. 

This rather tedious review of capital measurements thus yields 

**The tedious and Intractable problems of measuring real national income are 
child’s play in comparison with the difficulties of measuring real national capital.” 
Colin Clark, The Conditiom of Economic Proyreee, London, 1940, p. 874. 
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only meager results. More significant indicators of capital growth 
are found in the upward curves of production traced in Chapter 3, 
and the technological changes sketched in Chapter 4. Yet such frag- 
mentary data as can be assembled on national wealth, savings, and 
investment do support the other evidences of accumulation. The 
volume of investment appears to have been raised and sustained at 
levels sufficient to increase the national income at a rate seldom 
achieved elsewhere over a similarly long span of time. That this 
took place in a country where per capita income remained low, 
judged by Western standards, and without primary reliance on 
taxation and ])ub]ic investment, is further reason to examine more 
closely into the circumstances which brought it about. 

Savings and Capital 

The Rate of Salving, l^et it be repeated, first of all, that if Japan’s 
stock of income-producing wealth grew steadily through the prewar 
era it was primarily because the incentives to invest in newly pro- 
duced capital assets were raised and sustained at a high level. These 
investment demands were associated in turn with a long wave of 
technical innovation set in motion by the opening of the country to 
Western contact, and with resulting changes like population growth. 
Combining as they did the factory, the railway and the battleship, 
power machinery and modern chemistry, the joint-stock principle 
and the world-wide market, they opened up revolutionary opportuni- 
ties to ex])and national pow'cr and to reap personal rewards from 
the acquisition of new producer capital goods. 

The growth in j)roductivc capacity which took place was the more 
continuous in elapan because, as Kdw’in P. Reubens points out, she 
could draw’ steady infusions from the world’s existing reservoir of 
technology, rather than having to advance the frontier of knowledge 
in surges of fresh invention. No less important, the opporhinities 
at hand were reinforced and made effective by a new framew'ork of 
national security, political ambition, and credit expansion. In this 
climate of incentives, innovation and imitation worked with cumula- 
tive effect to enlarge the country’s capital stock and improve its 
efficiency — albeit unevenly in various sectors of economic life. 

The essential point to begin with, then, is that both market forces 
and political drives w'ere so organized in prewar Japan as to afford 
strong inducements to apply a sub.stantial margin of the nation’s re- 
sources to capital formation. If this is true, it follow's that one may 
not merely observe how meager is the margin of savings in a poor 
and undeveloped country and conclude that here is the great obstacle 
to economic progress. The decisive difference between Japan and 
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most of her Asiatic neighbors during the period under consideration 
was not so much a greater disposition to save on the part of the 
Japanese as it was the more effective inducements to a high rate of 
investment in productive enterprise. Everywhere the process of 
capital formation has in some degree this bootstrap character. 

On the other hand, one should not underestimate the importance 
for efficient capital accumulation of those psychological impulses 
and social and political arrangements which govern habits of spend- 
ing and saving. Some savings are essentially voluntary, in the sense 
that people will refrain by so much from spending their incomes on 
consumer goods and services even if consumption is not restricted by 
price inflation, by direct government controls, or by taxation in ex- 
cess of government expenditure on consumer goods and transfer 
payments. Additional amounts can be mobilized only by employing 
these more restrictive and coercive measures. If direct controls and 
taxation are the means, however, the government will require Mrong 
popular support or harsh measures of compulsion to carry the 
process very far. Even then it may defeat its own ends by deadening 
private incentives to saving and enterprise, unless it is prepared to 
resort extensively to State capitalism. The latter in turn brings its 
own special problems. Alternatively, when resources are appropri- 
ated for capital formation (or armament) by inflationary finance, 
there is always the danger of distorting the economy so as to cripple 
its over-all productivity. The postwar world has been plagued with 
the misuse of resources and maldistribution of income resulting from 
persistent inflation. Politically, socially, and economically, therefore, 
it makes a good deal of difference by what method savings are mo- 
bilized to finance economic development. 

Particularly, countries which arc already densely populated and 
which are embarking upon the early stages of economic development 
are confronted with major problems in accumulating a large volume 
of savings by orderly and mainly voluntary means. Unless this can 
be successfully accomplished, any large program of capital con- 
struction is apt to have disruptive inflationary consequences. Or 
it may impose such deprivations on people as only a totalitarian gov- 
ernment armed with the most oppressive police regime can enforce. 
This is the more true as such countries, in contrast to highly in- 
dustrialized nations, are less adequately equipped with the machinery 
and skills necessary to mobilize large investment resources efficiently 
by collective action. 

Foreign borrowing may relieve the strain temporarily, as in Japan 
from 1904 to 191.3. In this respect, there is a significant connection 
today between the amount of financial and technical assistance 
granted by the West to the economic development of Asia, on the 
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one hand, and the prospects of liberalism in these countries, on 
the other. But even under the most favorable circumstances the 
actual capital contribution from outside is apt to be quantitatively 
small in relation to the total requirement, however strategic it is in 
other respects. 

The experience of Japan in this whole aspect of internal develop- 
ment is therefore of more than historical interest. 

Plainly, in the early stages, private enterprise fell far short 
of meeting the ambitious programs blueprinted by the Meiji leaders. 
The government did not hesitate to use the weapons of taxation, 
public loans, and currency inflation to accumulate large funds and 
to employ them in laying the foundations of industrialization and 
defense. These funds came directly or indirectly for the most part 
from the peasant, who thus bore the chief burden. Yet the great bulk 
of new investment resources came not from the coffers of the State, 
but increasingly from personal and business savings. The critical 
function of the new government was to establish and maintain the 
framework of political order and legal security essential to this 
purpose. Beyond this it soon came to adopt a philosophy which re- 
stricted its role in capital accumulation mainly to investment of a 
strategic character, to its foreign borrowing operations described 
earlier, and to the more pervasive and persistent stimulus applied 
to private capital accumulation by its fiscal and banking policies.** 

We are led, therefore, to consider more closely what circumstances 
influenced the amounts of personal and corporate income made avail- 
able for private capital formation. The question has both short- and 
long-term aspects. 

The actual ratio of savings to national income must have varied 
widely from year to year, of course. In the agricultural sector a chief 
determinant was the harvest, and the varying requirement of main- 
taining the productivity of land. As industrialization got under 
way, wide swings came to be associated more and more with tlie 
booms and depressions of the business cycle, w^hich w’ere influenced 
in turn by similar movements abroad. Year-to-year changes in prices 
and money income ; expectations of future movements in prices, ex- 
change, inventories ; fluctuations in interest rates ; government fiscal 
policy and corporate practice — such factors as these naturally af- 
fected savings. Underlying the play of such forces, however, were 
certain basic institutional arrangements which determined the dispo- 
sition of the community to withhold income from consumption and 
free resources for investment. It is this underlying propensity, tech- 
nically knoivn as the consumption function, which is more particu- 
larly under discussion here. 

** See Chapter 10. 
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When a country is undeveloped, and densely populated in rela- 
tion to its technical capacity to exploit its resources, most of its 
productive powers are absorbed in providing the current essentials 
of life. Little margin is left to take care of the future. This has been 
true of all the traditional economies of the East, including prein- 
dustrial Japan. Moreover, a growth of population such as took 
place in Japan after 1868 , to the extent that it holds down per 
capita income, also restricts the proportion of income which can be 
diverted from consumption.*® 

Other factors beside the average level of income also influence the 
propensity to consume, of course. Together they include the whole 
set of institutional arrangements and psychological incentives which 
determine the thrift habits of people in various income classes and 
occupations; also the tax and spending policies of the government 
as they affect consumer outlay and savings. As regards disposable 
income (income after net payments to government), the degree of 
equality or inequality in the distribution of income is likely to make 
an important difference. Well-to-do families do not necessarily save 
a larger share of their income than families more moderately placed. 
But they have a greater ability to save, and if they have also the 
necessary incentives, a concentration of disposable income in the 
higher brackets is apt to reduce the aggregate share devoted to 
consumption below tlie level that would otherwise prevail. How the 
income and expenditure patterns of Japan were shaped in these 
respects had evidently a good deal to do with the course of economic 
development. 

Inequality of Income. One can only guess what the curve of income 
distribution during the early Meiji period was. The events attend- 
ing the Restoration undoubtedly had a certain levelling influence, in 
that they destroyed the great feudal incomes of the ruling class. On 
the other hand, the nobility were pensioned off, not wholly expro- 
priated, and their clan debts to the merchants were shouldered by 
the government. These obligations, as subsequently commuted by 
the State, together with mercantile wealth carried over from the old 
days, provided the start for a new aristocracy of w’ealth to be 
erected on the foundations of the new capitalistic order. The new 
regime was therefore characterized in all probability by a fairly 
high degree of inequality from its early days, so far as the upper 
tail of the income distribution curve was concerned. This tendency 

Not on^y docs population growth retard the rise of income per head in already 
densely settled countries, but it also increases the percentage of the population in 
the dependent ages. Today most of Asia has 85 to 45% of its people under the age 
of fifteen. In Japan the figure was around 36% during the interwar years, and proba- 
bly higher during the earlier decades. 
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was only reinforced by tlie regressive tax policies of the govern- 
ment, the favors lavislied on successful financiers and industrial 
magnates, and the opportunities for large speculative gains in the 
years that followed. 

Attempts to measure tlie historical tendency toward concentra- 
tion and dispersion of personal incomes in Japan have necessarily 
been based on income tax data. For various reasons the latter are 
an uncertain guide. A more reliable single-year estimate, for 1930, 
was prepared by tlie II.S. Office of Strategic Services from Japanese 
statistics. It can probably be taken as broadly representative of the 
interwar period. The figures arc given in Table 23. 

Table 23. Household Income in Japan Proper, 
by Income Classes, 19S(P 


INCOMK A(}GUKOATE INCOME 

HKACKKT HOUSEHOLDS Amount 

(yen) Number Percent {millions of yen) Percent 


Total 


12,600, 

100.0 

H,7J,0 

1 00.0 

Over 

1,000,000 

19 

— 

32 

0.4 

60,000 - 

1,000,000 

1,739 

— 

276 

3.2 

10,000- 

50,000 

22,674 

0.2 

596 

6 S 

3,000 - 

10,000 

145,360 

1.2 

1,010 

11.6 

1,200- 

3,000 

723,141 

5.7 

1 ,542 

17.6 

800- 

1,200 

1,087,343 

8.6 

1 ,096 

12.5 

400- 

800 

3, .500,000 

27.8 

2.142 

24.5 

200- 

400 

4,888,000 

38.8 

1,711 

19.6 

0- 

200 

2,232,000 

17.7 

335 

3.8 


« U.S. Department of State, National Income of Japan Washinplon, 19-t5, p. 233. In the 
coiKstruction of this estimate the procedure was a.s follow For incomes above J,2(MJ }en, which 
were subject to the Class C income tax in 1930, ^gures puhli.shcd by the Japanese Cnhinet 
Bureau of .Statistics in connection with its 1930 study of national income were used ’I’he 
CBS evidently corrected statutory tax incomes in variou.s brackets to allow for deductions for 
earned income and dependents, tax exemption of 40% of dividend income and virtuallj all 
interest received, and other nontaxable inc.iine. The number of households in each bracket was 
then estimated in the American study from Japanese household tax .statistics. F<»r incomes 
below 1,200 yen, a national distribution wu.s computed from 1931 data on income distribution 
in Kumamoto, a repre.sentative city, and from 1933 data on 203 agricultural vill.iges. 

The authors of this study conclude that it contains '‘a wide margin of error” The total is 
1.1 billion yen .short of total Income received by individuals (9.8 billion yen), as given in their 
national income estimate for 1930. The latter may be nn exaggeration, and the former may 
well understate household incomes in the higher brackets. 

■*fl The principal work on the changing distribution of Japanese incomes over a 
period of years has been done by Prof. Saburo Shiomi. His results are found in 
“Die Kntwicklung des Volk.seinkommens in Japan in den Jahren 190.3-1919,” Arrhiv 
fur Sozialwissensrhaft nnd Sozialpolitik, vol. 53, 1925, pp. 141-8.5, and numerous 
studies summarized in English in the Kyoto University Economic Reinew. 

Shiorni’s measurements, using Pareto’s formula, fail to show incomes to be more 
unequally distributed in prewar Japan than in Britain, (icrmany, or the United 
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In approximate terms we find that over half of Japan’s 12.6 mil- 
lion households received incomes below 400 yen in 1930. These in- 
comes accounted for about a quarter of aggregate household in- 
come. The second quarter went to 28% of the families in the 400- 
800-yen range. The remaining half accrued to the most prosperous 
16% of the nation. Over 10% was actually appropriated by the 
0.2% of the people at the apex of the pyramid. The great mass of 
the population, tlierefore, was below the 1,000-yen level, while some 
1,739 families enjoyed incomes of 50,000 yen or more. The true 
income distribution was probably even more concentrated than these 
figures indicate. For this household distribution does not include 
corporate savings, which accrued mainly to the well-to-do class. 
Probably, too, incomes in the upper brackets are understated.*^ 

The distribution of incomes in an economy is a principal determi- 
nant of the demand for various goods and services. It therefore 
largely influences the use of productive resources. In foreign* trade, 
to cite one aspect, the prevailing inequality in Japan was reflected 
in the small amounts of Western-type consumer goods imported 
for mass consumption. This meant in turn that a high proportion of 
foreign exchange earnings (or borrowings) were available for 
financing imports of producer goods. More generally through- 
out the economy it probably encouraged a lower propensity to con- 
sume and facilitated a higher rate of saving. It therefore lunda- 
rnentally influenced the economic development of tlie country, its 
internal as well as external aspects. And, needless to add, the ex- 

States. (.S«-e Clark, op.rit., p. 425.) His Pareto coefficients run from 1.89 in 1903-14 to 
1.66 in 1930. However, the Japanese personal income tax statistics, upon which he 
was forced to rely, understate incomes in the higher brackets. In the successive tax 
laws beginning in 1887 interest and dividends were largely exempt from the personal 
Income (Class C) tax until the 1920 revision. Even then only 60% of dividends be- 
came taxable. The.sc and oilier dc<luctions, together with nonreporting of incomes, 
ca.st doubt on any measure of income dispersion based on .statutory income.s, even 
in the upper tail of the di.stribution. In addition, the distribution of taxable incomes 
is not re])resentative of the distribution pattern found within the broad mass of 
incomes below the exemption point (1,200 yen in 1930). For Japan this is clearly 
demonstrated by Hayukawa in the article cited in note 47, below. 

Confirmation of the extreme skewness of income distribution shown here is 
found in another study of the distribution of Japanese households by income brackets 
in 1932, by Miyoji llayakawa, “The Application of Pareto’s l.aw of Income to 
Japanese Data,” Eronometrirnt vol. 19, no. 2, April 1951, pp. 174-83. In summary 
form his frequency distribution of 13.9 million households is as follows: above 3,000 
yen, 1.9%; 800 to 3,000 yen, 10.9%; 400 to 800 yen, 37.3%; below 400 yen, 49.9%. 
The Pareto coefficient for incomes above 1,000 yen (subject to Class C income tax) 
is 1.56; for all incomes it is 1.41. Hayakawa’s frequency distribution i.<. constructed 
by methods generally similar to those employed in Table 23, but his data are less 
accurate, at least in the upper income brackets. For incomes over 1,000 yen he 
uses uncorrected statutory tax incomes, and below that the pattern found in a 
1982 investigation of households in 108 communes in Hokkaido. 
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treme skewness of the income curve presented a social problem of pro- 
found significance/* 

Property Incomes v. Labor Incomes, The chief cause of this in- 
equality in incomes in prewar Japan was the size and concentra- 
tion of property incomes, relative to incomes from labor. 

National income in 1930 — to take this year again — can be divided 
into the following shares of income paid out (including business sav- 
ings) : (1) entrepreneurial incomes, 2.8 billion yen (28%); (2) 
other labor incomes (chiefly wages and salaries), 4.3 billion yen 
(42%); and (3) other property incomes, 3.0 billion yen (30%). 
The estimates on which these percentages are based are as follows 


Agriculture 
and Fishing 

Mining and 

Industry Services 

{millions of yen') 

Total 

Total income, 1930 

1,719 

SJU 

5,380 

10,193 

Entrepreneurial incomes 

583 

7U 

1.5SS 

2M8 

Other labor incomes 

201 

1.605 

2,502 

4,308 

Other property incomes 

936 

795 

1,306 

3,037 

Interest 

463 

260 

479 

1,202 

Corporate profits 

8 

408 

431 

847 

Rents and royalties 

465 

127 

396 

988 


*8 “The problem of poverty and the problem of great fortunes are the problems 
of the lower and upper limits of this income (frequency) curve. I'ut the problem 
of great fortunes is only part of the larger problem of the general skewness of 
the curve, the problem, that is, of the extremely small average differences in the 
incomes of persons in the lower part of the income range and the unduly rapid 
increase of these average differences as the view is shitted to successively higher 
income groups. . . . The most .serious aspect of the distribution of property and 
incomes in this and other countries is not the pre.sence of a larger or smaller degree 
of ‘concentration,’ but the general distortion o* the whole income scheme, reflecting 
as it undoubtedly does the presence of a high degree of inequality in the distribu- 
tion of opportunity.” Allyn A. Young, Economic Problems New and Old^ Uo.ston: 
Houghton Mifflin, 1927, pp. 102-03. 

*8 Adapted from National Income of Japan, cited, sect. C. These estimates by 
the U.S. Office of Strategic Services are necessarily crude and various residuals 
remain undistributed, despite extensive use of official national income data, S. 
Hijikata's pioneer study of factor payments {Kokumin Shotoku no Kosei, Tokyo, 
1933), and other statistics. Excluded from the table are 621 million yen of corporate 
and bu.siness taxes, including national and local taxes on agriculture; also 3.56 million 
yen of returns on government-owned enterprise, chiefly railways, electrical com- 
munications, and factories. Entrepreneurial incomes comprise the business saving^ 
and withdrawals of 6,239,000 farmers and fishermen, and 4,307,000 other businessmen 
whose enterprises were not organized as juristic persons. Imputed wages for 
family labor arc included in this category in the case of agriculture. They are 
classifled as labor income in industry, and largely so elsewhere. Labor incomes also 
include wage bonuses and other allowances and perquisites, except that bonuses 
to high corporation officials (64 million yen) are entered with corporate profits. 
Rents include residential rents of 270 million yen actually paid out. 
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Interest, corporate profits, and rent thus came to nearly one 
third of national income paid out (plus business savings) in 1930. 
Some additional return on property is contained in entrepreneurial 
incomes, for such incomes are a joint yield on the labor and capital 
of the farmer, the businessman, and the independent professional. 
It is of interest to note figures for the United States, although they 
admit of no precise comparisons. Hero property incomes averaged 
only 20% of aggregate income payments from 1924 to 1933. 
Entrepreneurial income or withdrawals were 17%, and wages and 
salaries as much as 63%.?° 

The large share of national income going to property-owners was 
attributable partly to the growth over fifty years in the aggregate 
stock of capital productively employed. But it also reflected the fact 
that the return on these resources, relative to labor, continued to 
be high in Japan as compared with countries more abundantly en- 
dowed. Thus farm rents in prewar Japan commonly ran to 50 to 
60% of the rice crop on paddy land, and somewhat less than that on 
upland fields. Even disregarding the property income of the culti- 
vating owner, payments of agricultural rent on tenanted land and 
interest on farmer’s debts probably amounted to one third or more 
of total net income in agriculture through the interwar years. In a 
system of private ownership left to the play of n.arket forces, this is 
the natural result of a highly unfavorable ratio of population to 
land and other capital assets. In Japan, too, other factors of mo- 
nopoly and government policy probably raised even further the 

BO Simon Kuznets, Uses of National Income in Peace and War, New York: National 
Bureau of Economic Research, 1942, p. 38. 

Other fifrures of .lapnnese nalinnal ineoine hy distributive shares have been pub- 
lished by the Economic Stabilization Board for 1930 and annually thereafter. 
They differ somewhat in concepts and basic data from the estimate given above. 
An quoted in Bank of Japfin, Economic SlatistAcs of Japan, 195 J, pp. 367-68, the 
ESB estimates give the following threefold division of national income over the 
period 1930-36 (wilh net income from abroad and surplus of government enter- 
prises excluded to make the total more comparable w'ilh that of the table above): 

XATIOXAL INCOME, 1930-86 AVKRAGK 



Millions of Yen 

Percent 

Total income 

IS, 674 

100.0 

Proprietors’ income 

4,968 

36.5 

Other labor income (employees) 

6,461 

40.1 

Other property income 

3,185 

23.4 


It shfuild be noted that proprietors’ income here apparently includes not only 
self-supplied consumption, but also the income of all unpaid family worker.s, and, 
in agriculture, forestry, and fl.sheries, the wages of employees a.s well. Labor income 
in the form of tips and payments in kind is probably understated also. On the other 
hand, certain elements of property income may be grossly underestimated. Statistics 
of corporate profits have been notoriously unreliable in Japan, being based on tax 
returns. 
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share of income appropriated by the owners of industrial and fi- 
nancial capital. 

In Japanese industry the high dividend rates and heavy corporate 
savings of big concerns in good years are sometimes contrasted with 
the prevailing rate of wages to show the unequal distribution of the 
proceeds. More representative of the actual distribution of industrial 
income in Japan, as compared with other countries, is the share of 
wages in the total net output of factory industry, i.e., in value 
added by manufacture. Again, as in Chapter 4, certain data as- 
sembled by L. Rostas for Britain, Germany, and the United States®^ 
may be placed alongside figures for Japan which are roughly com- 
parable. The result is as follows:** 


Japan, 1934 
United Kingdom, 1935 
Germany, 1936 
United States, 1937 


Average Ratio of Wages 
Average to Net Product when 

Actual Ratio of Industry Ratios Are 

Wages to Net Product Weighted by Net Output 
in Factory Industry in British Industries 

27 A 29.1 

44.3 44.3 

32.0 31.0 

40.2 41.0 


This comparison calls for brief explanation. One might suppose 
from the relatively large number of workers employed by Japanese 
factories that the total wage bill w'ould also comprise a large fraction 
of net value added by manufacture. In the textile industries this was 
true. Here wages in 1934 amounted to 50% of net product after 
the costs of raw materials, fuel, and power were deducted from gross 
value of output.** In food processbig, however, to cite the other ex- 
treme, the wage bill was only 10% of net product. Wide variations 

**Indu.strial Productivity, Production and Distribution in Britain, Germany, and 
the United States,” Economic Journal^ vol. liii, no. 209, April 1943, p. 62. 

»2 Definitions of scope, details of sources, etc. will be found in Table 13, above. 
It should be noted that wa^e.s exclude salaries, which amounted to 20 to 25% of 
the wage bill in Japan. They also exclude other labor income in the form of 
entrepreneurial withdrawals from unincorporated enterprisses. Net output is gross 
value of production minus the costs f»f raw materials, fiul, and ]>i>ver. Discrepancies 
among the countries make the comparison only approximate. In w'cigliting wage /net- 
output ratios in Japane.se industries by Briti.sh net output in the same industries 
(column 2), certain rough adjustments were made to allow for differences in census 
classifications. 

M Yasuji Koide, “Hompo Sangyo Kozd no Hendo ni Kansuru Shiryd,” Nayoya 
Keizai Tdkei Oeppo^ vol. viii, no. 9, October 1936, p. 59. Koide’s figures are from 
Kojo Tokeihyr\ the cen$u.s of maiiufactiire.s, hut with an additional cost deduction 
for gas and electricity consumption. 
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such as this reflect corresponding variations in the importance of 
salaries, depreciation, taxes, interest payments, and other costs, as 
well as in profits. They are characteristic of all countries, and will 
distort any direct comparison of average wage/net-output ratios be- 
tween countries having a different balance of industries. 

To reduce the influence of this structural difference, the wage/net- 
output ratio of each industry in Japan, Germany, and the United 
States is weighted in the above table, column 2, in accordance with 
the importance of that industry in Britain as judged by its relative 
net product. 

Thus in Japan, assuming a distribution of production similar to 
that in Britain, 29% of the net proceeds of manufacturing, as de- 
fined above, would have gone into factory wages at the level of costs 
and prices prevailing in 1934. In Nazi Germany the figure is close 
enough to the Japanese for the difference to be explainable merely 
on grounds of year-to-year variations. But in Britain and America, 
the percentage of wages was appreciably higher, around 40%. Some 
part of the difference may have resulted from relatively higher salary 
payments in Japan (including not only salaries themselves but 
managerial bonuses paid out of corporate profits and enterpreneurial 
incomes properly chargeable to managerial functions). Salaries are 
not included here as wages. Certainly it was not higher taxes, for 
the tax burden was lighter in Japan. Mainly it must have repre- 
sented the comparatively large claim of property incomes — profits, 
interest, and rent — on the proceeds of industry.®* 

Property incomes were not onlj^ a large share of national income 
in Japan; they w^ere also highly concentrated at the upper end of 
the income scale. This is the main reason for the gross inequality 
found in the distribution of personal incomes. 

In agriculture, to be sure, a large share of the productive wealth 
was distributed in small parcels among millions of farm families. 
There was even a slight tendency after World War I for an in- 
creasing dispersion of land ow'ncrship in Japan (excluding Hok- 
kaido and Okinawa). Even so, only 56% of the cultivated land in 
Japan was owned by 4,765,000 households with holdings of 7.35 
acres or less in 1935. Most of the remainder w^as held by 377,000 
families with 7.35 to 12.25 acres. Moreover, many small farms w’ere 
actually mortgaged to banks and moneylenders. And at the top of 

There arc no data on long-term changes in the distribution of national income 
between labor and capital. The difficulty of dKstributing the large income of inde- 
pendent entrepreneurs on this basis alone makes any such calculation virtually 
impossible. The statistical evidence pre.sented above is not conclusive even for the 
limited period 1930 to 1936, but it does suggest the general pattern that prevailed 
through the twenties and thirties. 
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the scale were a handful of big landlords, 3,415 in all. Together 
they owned 4.7 % of the nation’s cultivated land.®® 

More massive in scale was the concentrated ownership of modern 
industry, banks, and trading firms by the great zaihatsu families 
(including the Imperial Household) with their immense fortunes. 
This concentration of property income was further reinforced by the 
high salaries and bonuses paid to the upper managerial class who 
operated the properties of the big combines. Below this relatively 
small group, and ranging down into the lower income brackets, were 
some 4 million medium-size and small entrepreneurs engaged in 
industrial and service occupations. (See Table 17, above.) Their 
incomes, like those of small owner-farmers, represented a combined 
return upon their labor and capital. For most of them, however, it 
was mainly a labor income. Six out of seven were industrialists em- 
ploying less than five operatives, or other entrepreneurs repoiting 
net incomes of less than 400 yen in 1930. 

At the base of the pyramid, finally, stood the wage-earning class. 
In common with tenant farmers and many small independents of 
comparable status, it had virtually no property income. By way of 
illustration, the chief savings institution of this class was the postal 
savings system, the poor man’s bank. Yet industrial wage earners 
had aggregate deposits of only 12 million yen in 1913 and 138 
million in 1930. These brought a return of only 500,000 yen in 
the first year and 6,000,000 in the latter — a negligible income for 
this large segment of the population. While family incomes under 
3,000 yen — this included 75% of the population — were overwhelm- 
ingly labor earnings, those over 3,000 yen were preponderantly a 
return on property in the aggregate. 

The actual magnitude of zaihatsu wealth I have not attempted 
to determine. To do so from published data is a difficult undertaking 
at best. Oland D. Russell cites a Japanese estimate putting the 
total fortune of the House of Mitsui at 1,635 million yen in 1937."* 
Very likely the aggregate wealth of the Big Four, including the 
other great family empires represented in Mitsubishi, Sumitomo, and 
Yasuda, was more tha-n double this amount. Next in line were a 
score or more of lesser combines. Together with the Imperial House- 
hold, these family groups account for the few hundred households 
at the top of the income pyramid depicted in Table 23. 

The interesting and unique feature of these great family fortunes 
lay not alone in their size, but in two other characteristics already 
emphasized in the account of zaihatsu enterprise in Chapter 4. The 

SB Japanese A grieultural Land Statistics, cited, pp. 30, 56. 

BA The House of Mitsui, Boston, 1039, p. 4. This was equivalent to $470 million 
at the prevailing exchange rate, and a good deal more in actual buying power. 
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House of Mitsui furnishes a notable example, as described by the 
U.S. Mission on Japanese Combines. 

First, over 90% of the total wealth of the eleven family branches 
of Mitsui (excluding art works and family real estate) was held 
collectively in November 1945. It was jointly controlled by a family 
council, presided over by the head of the elder son’s family. Second, 
over 90% of this joint wealth represented equity holdings in Mitsui 
Honsha (the top holding company) and other banks and business 
concerns. The Honsha in turn had 75 to 90% of its funds invested 
in such a way as to control numerous subsidiaries, each in turn with 
its own smaller subsidiaries ramifying throughout the entire Japa- 
nese economy. 

Through this network of interlocking controls the active power 
of decision over business savings and investment in the hands of the 
managers of the combine went far beyond the relatively small share 
of business assets actually owned by the House. This was character- 
istic of each of the Big Four, and of the lesser trusts which grew 
up in the later decades. Thus the inequalities of wealth and power 
which characterized the ancient feudal system, with its territorial 
magnates, were now superseded by corresponding inequalities in 
the new regime of private property and corporate business enter- 
prise.®^ 

Under these conditions, as capitalism developed in Japan, the 
upper income groups were responsible for a major portion of the 
savings invested in corporate business enterprise. This came about 
either through tlicir refraining from spending a large portion of 
their personal incomes, or through their decisions to reinvest the 
earnings of firms they controlled. One estimate puts the average 
income of the thirty-one families represented in Mitsui, Mitsubishi, 
Sumitomo, and Yasuda at about 8 million yen in 1937, including 
corporate savings accruing to them. The total income of the 100 
leading families (excluding the Imperial Household) is estimated at 
348 million yen, or 2% of the entire national income.®* 

B7 Takao Tsuchiya estimates that the annual rice yield of the later Tokugawa 
period was “well over 30 million fcok-u.” (An Economic History of Japan, Tokyo, 
1937, p. 223. Of this amount, 4.2 million koku came from lands directly controlled 
by the shogun, and 2.G million from the lands of his retainers. The lands of the other 
daimyo yielded 22..'i million kokn. 'rhe Shfigunate collected 40 to 50% of the total 
yield of its land in taxes, in addition to numerous other taxes and levies. The 
exactions of the daimyo were prnpcjrtionate. While the nobility supported their 
retainers with these revenues, the average samurai was little better of! than many 
peasants. The lot of the common people is summed up in the famous adage of the 
Umes that the ruling class should govern in such a w’ay that the peasants “had just 
enough to keep alive on and no more.” 

National Incomo of Japan, cited, p. 208. “The incomes derived from a monopo- 
listic situation often have provided the financial power which has been used to 
further the concentration of industrial control. Such increases in the power of 



280 


CAPITAL 


By contrast, if the national income of that year had been equally 
divided among Japan’s 13.4 million families, each household would 
still have had less than 1,400 yen, or 3 yen a day. Even at this level 
of income, family budget studies show that the requirements of 
food, clothing, housing, and a few amenities left comparatively little 
for savings. (See Chapter 8.) Such productive capital as the mass 
of peasants, workers, and small businessmen were actually able to 
acquire over the years came from the laborious accumulation of small 
surpluses of money income, or from labor applied directly to im- 
provements in land, buildings, and equipment. The pattern of Japa- 
nese savings resembled in this respect that of all countries display- 
ing wide inequalities in the distribution of income and wealth.®* 
In modern business enterprise, however, there are few parallels to 
the concentration of property income and control achieved in prewar 
Japan. 

Other Determinants of Savings, A high degree of inequality in 
incomes does not itself ensure that upper income groups will refrain 
from attempting to consume their incomes, except at the level of 
great fortunes. The matter is essentially one of consumer habits and 
preferences, so far as the voluntary disposal of income is concerned. 
It involves individual or family choice between material comforts and 
social satisfactions in the present and other values which lie largely 
in the future. For most people the latter center around provision for 
future security. But for the more w^ell-to-do they also include con- 
siderations of power, prestige, and institutional loyalties. Even 
among families modestly placed, consumer spending may be heavily 
influenced by social prestige and social obligation. Historically, too, 
broad shifts in the consumption function might be expected as 
changes take place in living habits (e.g., urbanization), in w'hat 

monopoly have in turn made it possible to soAtain a level of profits sufficiently hiph 
to perpetuate and augment these incomes. In this way the relationship between 
the concentration of income and industrial monopoly has tended to be interacting 
and cumulative. The inheritance of these great fortunes operates to continue the 
concentration of income. The perpetuation of large fortunes, however derived, is 
a potent factor in diminishing equality of opportunity and, therefore, results In a 
greater degree of inequality in the distribution of income than would otherwise be 
the case.” Temporary National Economic Committee, Concentration and Composi- 
tion of Individual Incomes, 1918-1987^ Senate Committee Print, Jvvestiqation of 
Concentration of Economic Power, Monograph No. 4, Washington, 1S4(), p. 1. This 
statement, made with reference to the United States, is certainly applicable to 
prewar Japan. 

BB “In all studies of family expenditures in relation to current income the pattern 
of savings exhibits the same general characteristics. From average dissavings in the 
lowest Income brackets there is a progression to rapidly increasing average net 
savings in the highest income brackets.” Dorothy S. Brady and Rose I). Friedman, 
“Savings and the Income Distribution,” in National Bureau of Economic Research, 
Studies in Income and Wealth, Volume Ten, New York, 1947, p. 260. 
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a people come to regard as a decent or respectable standard of liv- 
ing, in their evaluation of the risks of and gains from hoarding or 
investment, in tlicir age distribution, and in their expectations of 
the future. 

£xccpt for isolated family budget studies, no satisfactory data 
arc available on consumers’ outlay in relation to income in prewar 
Japan over a period of years. 

One might suppose that the substantial growth in per capita 
income which occurred in Japan after 1880 brought with it a still 
more raj)id growth of savings, even assuming no cljange in the 
distribution of income. Indirect evidence on this point might seem 
to be afforded by the spending habits of families at different levels 
of income at any given time. In Chapter 8, for example, a study of 
family income and expenditure of Japanese farmers, wage earners, 
and salaried workers in 1926-27 is analyzed. (Table 37.) It appears 
that the mass of the people, coin])rising upwards of 75% of the 
])opulation who received about 40% or so of total household income 
in Japan, were able to save little or nothing in the form of money 
savings from jicrsonal income.**® Middle-class families receiving about 
2,000 yen during the year saved 10 to 20%. And among upper 
income groups the percentage was of course much higher. To judge 
by comparisons among income classes, wage earners with yearly 
incomes ranging between 650 and 2,000 yen show an average savings 
pro})cnsity of 0.10. Their marginal propensity was around 0.22. In 
other words, an increase of 100 yon in family income brought an 
increase of only about 78 yen in family expenditure. 

Simultaneous household budget statistics, howTver, can hardly be 
applied to interpret tlio historical consumption function.®^ They 
only reflect the spending iiabits of families with different amounts 
of income at a given community standard of living. Over a long 
period of time ideas cliange as to what constitutes poverty, comfort, 
and luxury. With the industrialization and urbanization of Japan, 
and introduction of other Western influences, these changes in out- 
look and norms were substantial throughout large grou])s of the 
Jaj)anese population. Where income exceeds the requirements of 
any accepted standard of comfort the savings ratio is apt to in- 
crease. But if the standard itself advances along with a historical 
growth of income, the community ratio of savings to income may 
fail to increase, may even fall. 

There is little doubt that the secular growth of income j)er caj)ita 

nf* As regards farmers, Imwcver, see Chapter 8, notes 2.'; and 2(». 

See William Kellner, Monetary Policies and Full Employment^ Berkeley, 1946, 
]»p 59flf. ; also Janies S. lliiesen berry, “Incoine-Consiimption Hclalions and Their 
linjdications,*’ in Income, Employment and Public Policy, Essays in Honor of Alvin 
IF. llanscn. New York, 1948, pp. 77-78. 
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in prewar Japan did bring with it a material rise in consumption 
standards. Beside the indirect testimony of national income data, 
certain evidence is cited in Chapter 3. Food supplies became more 
ample and varied ; clothing improved in quantity and variety ; many 
people came to enjoy better housing and better medical care ; literacy 
brought widespread use of newspapers, books, and periodicals ; other 
phases of living — travel, electric lighting, communications, com- 
merical amusements, household equipment, etc. — all testify to a 
slow growth of consumer outlay per capita. 

This was partially necessitated — and partially nullified so far as 
any real gain in well-being is concerned — by the demands of city 
life, which required additional outlays for travel, recreation, and 
daily existence. It also received impetus from the characteristic 
Japanese fondness for new fashions and gadgets typified in baseball, 
cameras, and fountain pens. Among the more prosperous profes- 
sional and business classes, in fact, the introduction of Westernisms 
imposed a dual strain on the pocketbook. For they took on new habits 
of clothing, housing, and recreation without at the same time discard- 
ing the obligation to maintain traditional Japanese standards of 
comfort and social obligation. 

As a matter of fact, there is a necessary interdependence between 
the secular growth of income, technical progress, and consumer out- 
lay. The expansion of production in Japan owed its stimulus in part 
to the release of consumption from feudal restraints and the new 
desires and needs which developed as the country was opened to 
modern influence. These changes were accelerated by urbanization 
and industrialization, which fostered easy communication and created 
new living needs. Advances in technology and production called for, 
and depended upon, better education and public health and other 
activities of government. These services further expanded consumer 
outlay. Only as the latter grew couid the profitability of new in- 
vestment be maintained so as to balance investment and savings at 
a rising level of income. 

Thus the secular growth of the Japanese economy required the 
growth of consumption no less than that of investment. And at the 
same time it made it possible. Foreign markets offered Japan no 
escape from this necessity, important as they were to the growth of 
the economy. And in fact the bulk of the increasing national output 
was consumed at home. Nor is the statement contradicted hy the 
fact that a far more than proportionate share of the fruits of prog- 
ress was consistently appropriated by the big industrialists, finan- 
ciers, landlords, and other members of the well-to-do propertied 
class. 

Whether in actuality savings grew more rapidly than income 
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through the prewar decades is uncertain. In the United States, 
where income per capita more than doubled from 1869 to 1929, 
Simon Kuznets’ data fail to show any tendency for the savings ratio 
to rise.** After 1900 it actually drifts downward. Colin Clark con- 
cludes from comparisons among many Western countries that ag- 
gregate savings tend to remain a constant proportion of national 
income — around 10% — though with many irregularities.*® Quite 
possibly the historical pattern of Japan differs from that of America 
or Britain, at least in modern times. One would suppose that the 
national savings ratio increased materially through the early stages 
of industrialization, from 1880 to 1910. It was during this period 
that the centralized pattern of financial and political controls was 
fashioned to build the foundations of the State. Thereafter the mo- 
mentum of economic growth, sustained through the thirties, sug- 
gests perhaps a secular rise, hardly a decline, in the rate of capital 
formation actually achieved. 

More than this, the historical response of Japanese consumers to 
rising incomes througli these years might be expected to show a 
different pattern from that observable elsewhere. What have be- 
come virtual necessities in tlic West arc still undreamed-of luxuries 
in the East. How quickly they enter the scale of wants and with 
what intensity depend on many circumstancc^s of tradition, educa- 
tion, and environment, l^he value placed by a Japanese upv.»n better 
provision of present comforts — indeed, his whole definition of com- 
forts — is different from tliot prevailing in the West. The propensity 
to save at any particular level of per capita income is apt to be 
much greater than the average Westerner w^ould think possible in 
terms of his own scale of values. Among upper income groups it ma}^ 
well exceed that in most countries of Asia. 

The simplicity of Japanese living standards has often been the 
subject of comment. For the mass of the people, of course, this has 
been little more than grim necessity. But it has probably been further 
reinforced by social traditions that tended to retard tlic rise in con- 
sumer expectations which elsewhere have accompanied economic 
development in modern times. And it has extended as well to middle- 
class families well above the poverty line by Japanese standards. 
For an explanation one must look to Japan’s cultural background, 
including not only the age-old acceptance of poverty but also the cul- 
tivation of nonmaterial values and personal frugality enforced by 
group discipline. Only this will make intelligible to the Westerner the 
comparative contentment of a Japanese family with a rice-fish-vegeta- 
ble diet, a house of wood and paper and mats, and a general lack of 

National Product since New York, 1946, pp. 118-20. 

®3 Conditions of Economic Progress, 2d edn., I.ondon, 1951, pp. 604-08. 
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those appurtenances and material diversions which figure so im- 
portantly in Western life. While foreign-style products had entered 
considerably into urban living standards after World War I, the 
change is easily exaggerated. They consisted in good part of certain 
specific appliances, or details of decoration, convenience, and amuse- 
ment, rather than any fundamental departure from the traditional 
mode of Japanese family life.** 

By comparison with the value standards prevailing among many 
other peoples, perhaps most of them, social position and prestige 
in Japan are less dependent on display of material wealth. In this 
respect Japanese society is comparatively democratic, however hier- 
archical and authoritarian in other respects. The well-to-do classes 
of modern Japan, although living on a plane far above the masses, 
have generally failed to exhibit those tendencies to extravagant, con- 
spicuous consumption found among the sheiks and city notables 
of the modern Arab world, the elite of Latin America, the Indian 
princes, or for that matter, the daimyd of ancient Japan. Their 
extravagances in prewar times were more likely to run to ohjeis 
d*art than to yachts and polo ponies. One saw rich Indians on the 
Riviera, but not rich Japanese. And, as noted above, they put their 
wealth largely into securities rather than gold or diamonds or land. 
The work habits, the frugality, and even the sense of “calling” dis- 
played by many Japanese businessmen have sometimes recalled to 
Western observers the rationalistic Protestant ethic which contrib- 
uted so powerfully to the rise of modern capitalism in Europe.** 

Whatever the social evil of extreme concentration of wealth in 

Sef* Emil I.edercr, Japan in Transition, New Haven, 1938, p. 66. 

Of feudal Japan around 1700, James Murdoch writes as follows {A History of 
Japan, vol. itt, London: Koutledf^c and Kegan Paul, 1926): 

“Neither the Shogun, nor his favorites, nor the Daimyo, nor the Samurai were 
hoarding money. On the contrary, they were speeding it lavishly with laith hands . . 
(pp. 206-07). 

“P'ew Samurai thought either of hoarding or investing money; such practices 
were not in consonance with the traditional way, or ways, of the warrior. The in- 
creasing . . . revenues of mo^t Samurai householders were promptly and right royally 
disbursed. A century or esen half a century before the Samurai’s superfluous funds 
would undoubtedly have been spent on weapons or war-harness for himself, or 
trappings for his charger. Put armour w'as scarcely even donned nowada\ s, and to 
so much as trim the mane of a steed or pare its hoofs was nothing .short of a 
felony punishable by transportation. Accordingly, the money now went on finer 
clothes for the master himself, or on richer robes and girdles and hair-pins for his 
wife and concubines and daughters, while the menials in his household were aug- 
mented in number. . . . Tea-house parties, with crowds of dancing-girls as waitresses, 
were great functions in Yedo. . . . The chief ambition of each (clan seneschal] was 
not to be outdone in luxurious and ostentatious display by the representative of any 
other clan” (pp. 201-02). 

«« While noting this oft-cited parallel, I would not wish to pre.ss it very far. Nor 
have I suflicient knowledge of the Japanese business class to define precisely the 
limits and qualifications appropriate to the statements in this paragraph. 
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the hands of the zaihatsu, therefore, it was not that they wasted their 
substance in riotous living or salted it away in unproductive hoards. 
The urge to power and prestige in an industrializing society, the 
close relations between the business and political elites, the tradition 
of clan unity and discipline, the emphasis on modified primogeniture 
carried over in Japanese law from feudal times — all worked to 
perpetuate the great fortunes and to encourage the reinvestment of 
a large share of upper-class income in the creation of new capital 
assets for the Japanese economy. 

Still other circumstances encouraged voluntary private saving as 
incomes rose from the subsistence level. First was the system of taxa- 
tion developed in prewar Japan, which included a variety of taxes 
widely dispersed in their incidence on the population. Until the 
turn of the century both national and local governments financed 
themselves largely with real estate taxes paid by the rural popula- 
tion in the main. As such revenues fell progressively short of provid- 
ing the necessary funds, they were supplemented increasingly with 
(a) levies on consumption, in the form of excise taxes and profits 
from fiscal monopolies on tobacco and salt, and (b) miscellaneous 
business taxes which also bore more heavily on small and medium 
incomes. Real estate and consumption taxes alone furnished as much 
as 80% of all tax revenues in 1893. From 1913 on they still pro- 
vided around 50%. After World War I the central government came 
to rely increasingly on progressive taxes applied to personal and 
corporate income. Even then the tendency both in tlie law and in 
its application was to deal leniently w'ith large property incomes, 
the source of a large share of the country’s savings. Meanwhile the 
remainder of the tax system continued to be heavily regressive. We 
return to this subject in Chapter 10. 

Second, Japan lagged far behind most industrial countries in 
the public provision of social security and consumer services, ex- 
cept elementary education. Apart from the case of agricultural sub- 
sidies during tlie interwar years, the State Treasury was never re- 
garded seriously as an instrument for equalizing the distribution 
of income. Nor was it employed extensively to provide cheap credit 
to small businessmen to offset the disabilities they suffered in the 
commercial money market. As a result, the inequalities and in- 
securities inherent in the economic situation were allowed to develop 
largely unchecked by ])olitical action. Personal security continued to 
depend mainly on family thrift; in no other w'ay could one provide 
for the future. 

These motivations operated with particular effectiveness among 
millions of small industrialists, tradesmen, and farmers. Nearly one 
in three persons gainfully occupied in prewar Japan was an enter- 
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priscr of some sort, either a small employer, or an independent who 
worked, usually precariously, on his own. This was true in all non- 
agricultural pursuits, taken together, no less than in farming. (See 
above, Table 17.) It is a commonplace that the incentives to saving 
are apt to be keener among a people where entrepreneurial responsi- 
bility is thus widely distributed, as compared with one made up 
largely of wage earners employed by large corporations or the 
government. 

Third, in many Oriental countries large expenditures are tradi- 
tionally made for funerals, weddings, caste observances, and other 
religious or social obligations of a formal character. Such expendi- 
tures are commonly a heavy drain on village income. Although they 
may at the same time be an incentive to production, they diminish 
the supply of savings for capital improvements. In Japan they have 
not been absent. But they seem to have been less significant than 
in India, for exam])le, and to have given way fairly readily under 
the impact of modernization.®’ 

Finally, a considerable fraction of savings and investment came 
to be institutionalized in the hands of big banks, insurance and 
trust companies, and the great industrial and trading combines. 
These private institutions were joined and reinforced by the great 
semiofficial banks in mobilizing liquid funds for investment. Such 
concentration of control had at least two important consequences 
for the rate of saving and the use to which savings were put. In the 
absence of a public security market the large banks were closely 
linked with operating companies whose capital needs they financed, 
both short- and long-term. Yet like the industrial combines them- 
selves, they tended to maintain highly diversified pools of invest- 
ment which only occasionally got them in trouble through excesses 
of speculation. They played a strategic role, therefore, in attract- 
ing the savings of investors, large and small, and channelling them 
into industrial and commercial investment, including equities. To 
borrow a phrase used by C. F. Remer in another connection, they 
were engaged in “horrowiiig rentier and lending entrepreneur.” 

In rural districts, however, they have continued to be of importance down to 
modern times. J. W. Robertson Scott writes in The Foundations of Japan, London, 
1922, pp. 138-39, that in Toyama a peasant with a balance of 100 yen at the end of 
the year had to pay 30 to 40 yen to the temple. The marriage of a daughter usually 
involved heavy expenditures, and if there were two or three a farmer might have 
to borrow substantially for the purpose. Official surveys of farm family budgets in 
the thirties found that 4 to 5% of total bou.sehold expenditures were devoted to 
ceremonial expenses such as those for weddings and funerals. In more prosperous 
years it ran to 5 to 10%. One of the recommendations of the Food and Population 
Commission (1927-30) was *‘to encourage abandonment of formalism in social life 
which encourages superfluous expenditures and discourages saving.*’ For statistical 
details see Japan Statistical Year-Book, 1949, cited, pp. 226-29. 



CAPITAL 


^S87 

This pattern of financing, whatever its shortcomings, must have 
served to enlarge considerably the volume of savings available for 
industrialization in a country inexperienced in such fields. 

Within the big banks and combines, moreover, profits were im- 
mense in good times, and control over their disposition heavily 
concentrated. This control could be used either to plough back a 
large share of earnings, or alternatively in hard times to pay divi- 
dends out of capital. Corporate profits on paid-up capital tended to 
fluctuate between 5 and 15% in most of the interwar years, while 
dividends were more stable in the vicinity of 6 to 9%. For 1930 
corporate savings have been estimated at 204« million yen, or 24% 
of corporate profits (net of taxes and intercorporate dividends). 
In 1937 they rose to 756 million yen, or 37% of net profits.®® These 
sums are less than 5% of national income in the aggregate. As a 
fraction of aggregate saving.s, however, they may have run to 20 to 
40%, and their share of the total must have risen steadily 
spread of the corporate form of organization. 

How much the rate of capital accumulation in Japan was affected 
by institutional savings one cannot be sure. Their effects were 
perhaps less significant here than in a country where the securities 
of big corporations are more w^idely distributed among small in- 
vestors. For in Japan equity ownership as weV as control was con- 
cent’^ated in the well-to-do class, either directly or through banks and 
holding companies. This class would have invested a relatively high 
proportion of its corporate earnings even if the latter had all been 
paid out. In other words, it was the prevailing inequality of incomes 
rather than corporate organization as such which made for large 
savings from such incoir)es. However, the big holding companies, 
banks, and operating concerns may well have chosen to plough back 
a somewhat larger share of their earnings than would have been 
reinvested had financial control been more decentralized. More- 
over, their very size enhanced their profits, and further enriched 
their o\\ners, through the bargaining advantages it gave them over 
smaller competitors and wage earners. 

The foregoing paragraphs sketch some of the factors influencing 
the relations between income, savings, and consumption in prewar 
Japan. They suggest how it came about that productive capital 
was accumulated at M^hat seems to have been a fairly ra])id rate, 
and by rather orderly processes, even while the population grew 

National Income of Japan, citrcl, p. 187. To compare profit-savings ratios In 
Japan and other countries is difficult, owing to variations in accounting practices 
with respect to depreciation, etc. Also, Japanese firms paid heavy bonuses to top 
executives c.iit of declared profits. Total business savings were much larger in good 
times than corporate savings, of cour.se, for they included the savings of millions of 
small entrepreneurs. 
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apace and the level of average income remained low. Without pro- 
longed inquiry into this little-explored subject it is impossible to 
measure these functional relationships in statistical terms. One 
remains in doubt as to what the savings-incomc ratio actually was 
at any time, or how it responded to the growth of income. The 
evidence suggests, however, that the ratio of savings to disposable 
income rose somewhat as economic development proceeded and 
remained at a high level, relative to that in other parts of Asia, 
through most of the half century or more preceding World War II. 

Continuing Scarcity of Capital. This impression of a high rate of 
saving through much of the prewar era is not in conflict with the fact 
that the supply of Japanese capital as well as natural resources con- 
tinued to be relatively scarce, judged by Western standards. The 
latter is evidenced in various ways — in the high price of land and 
its intensive cultivation by hand labor, in the slow process of mecha- 
nization except in a few manufacturing industries, in the tendency 
to run machinery long hours at high speeds and long after it would 
have been thrown on the scrap heap in the United States. It is also 
borne out by the costs of borrowing liquid funds in the money 
market for most industrial, commercial, and agricultural purposes. 
Economic progress brought a fairly persistent decline in monc} 
rates, but we would now regard them as very high. 

A few examples of the cost of borrowing will illustrate this point. 
Early in the Meiji period (1877) a law w^*is passed to curb usury. 
It declared unenforceable interest rates above 20% on all loans of 
less than 100 yen, above 15% on loans of 100 to 1,000 yen, and 
above 12% on loans over 1,000 yen. In the mo-in this law seems to 
have remained a dead letter for some years. On secured loans of 
5,000 to 10,000 yen the prevailing rate was 12% in Tokyo during 
1879-81 and in excess of 20% in Fukuoka.®*' On small loans it was 
much higher, especially in agriculture. After the turn of the 
century the average rate on secured loans above 5,000 yen dropped 
to 10% or less, but again the small borrow'er had to pay much 
more. As late as 1920 the chief need of the agricultural village 
w^as still said to be for capital at less than a rate of 20%. 

Meantime, of course, the costs of borrowing by large business 
concerns and bv the government fell to much lower levels. During 
the decade 1921-30, for example, government bond yields ranged 
from 5.47 to 5.98%, corporate debenture yields from 0.42 to 
8.97^ , and the Bank of Japan’s discount rate on commercial bills 
from 5.11 to 8.03%. Even these rates ran 2 to 4% above com- 

Mayrt, pp 110-16. Detailed tables of Tokyo and Osaka money rates will 

be found in Toyo Keizai Shimpo-sha Mfiiji Taixho Kokvsei Sorariy Tokyo, 1927, 
pp. lOOff. 
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parable borrowing costs in the United States/® They reflected the 
tight money market of the postwar decade in some degree, and were 
substantially lowered when the collapse of the yen ushered in the 
easy money policy of the thirties. 

Borrowing costs for farmers and small businessmen continued 
to be much higher. In 1929 new agricultural loans were still being 
contracted at an average rate of 9.2%. On the total outstanding 
farm debt of 5 billion yen, most of it incurred in earlier years, 
interest charges were even steeper. A 1932 survey placed the average 
rate at 10.2%, but 28% of the total farm debt was being carried 
at rates of 12% or more.’' Even charges amounting to 20% or 
more were not uncommon. Small merchants and industrialists paid 
comparable rates, often with still higher risk premiums. For ex- 
ample, the cost of short-term industrial loans in Tokyo during 
19»30 still averaged 15%. A proposal put forward at this time to 
lend government funds to small businessmen at 15% on -ten -year 
contracts was demanded as a measure of “relief.”’® Short-term con- 
sumer credit, of course, was even more costly. The hard-pressed 
peasant or worker might be able to borrow from a friend, or from 
a mutual-aid society. But more often he had to turn to a local 
pawnshop, a landlord, or a moneylender. Here his actual costs 
might run as high as 100% or more on an annaal basis. 

The larger business concerns typically relied on borrowed money 
(debentures and bank loans) to the extent of at least 20 to 30% 
of their total capital.’® Smaller concerns borrowed still more heavily, 
sometimes from banks but more often from big manufacturers or 
merchants with whom they did business. Market rates of interest 
were therefore an important factor in production costs. Taking 
the discount rates of the Bank of Japan and the Bank of England 
on commercial bills ns somewhat indicative of the difference be- 
tween the Tokyo and London money markets, we find that the bor- 
rowers from the Bank of Japan had to pay more than double the 
British rate between 1890 and 1910. They still paid over 50% 
more in the decade 1926-35. (Table 24.) 

Such comparisons, of course, reflect differences in the risk and 
liquidity of loans, and variations in the supply of money balances 
as against the demand for them. There is reason, too, to tliink that 

70 Hnrold (i. Moulton, Japan, An Economic and Financial Appraisal, Washington, 
1931, pp. 430-31. 

National Income of Japan, cited, pp. 162-64. 

72 John E Orchard, Japan's Economic Position, New York, 1930, p. 244. 

73 This figure is from a Mitsubishi survey of over 300 companies (excluding in- 
surance firms and stock exchanges) in the early thirties {Japanese Trade and In- 
dustry, cited, p. 107). A similar survey by the Bank of Japan in 1939 showed 311 
major companies dependent on bank loans and debentures for 30% of their total 
resources. 
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Japanese interest rates would have dropped more quickly had it 
not been for the sheer force of habit and custom carried down from 
times when rates were still higher. More important, however, was 
the fact that prospective earnings on new capital continued to be 
large, despite the growth in national wealth. As the stock of 
capital grew, the most immediate and urgent requirements of in- 
dustrialization were met — for example, railways and basic improve- 
ments in the land. But the continued growth of population, tech- 


Table 24. Bank of Japan and Bank of England 
Discount Rates on Commercial Bills, 1886-1935^ 


Annual Average 

Bank of Japan 

Bank of England 

1886-90 

6.13 

3.66 

1891-96 

6.53 

2.61 

1896-1900 

7.52 

3.22 

1901-06 

7.23 

3.42 

1906-10 

6.46 

3.81 

1911-15 

6.35 

4.21 

1916-20 

6.36 

5.55 

1921-26 

7.92 

4.37 

1926-30 

5.88 

4.61 

1931-36 

4.39 

2.67 


B Oriental Economist, vol. xn, no. 6, May 1936, p. 282. 


nical progress, and the widening of markets tended to keep up the 
anticipated yield of new investments, and therefore the demand for 
investment funds. Capital continued to be relatively scarce as a 
productive agent. 

Another reason for the continued shortage of capital, no doubt, 
was the large expenditure of successive governments on war, arma- 
ment, and colonial development. At times such military and strategic 
outlays cut heavily into Japan’s margin of current income over 
consumption requirements. 

For reasons already noted, it is difficult to say how much of a net 
drain such military expenditures imposed on the civilian economy 
of Japan. Their effect is often exaggerated. From 1926-35, for 
example. Army and Navy expenditures averaged 637 million yen a 
year, or 5% of national income, during a decade which witnessed the 
Manchurian Incident. Additional expenditures indirectly for mili- 
tary and strategic purposes would still leave the figure well under 
10%, and this seems to have held true through most of the preced- 
ing decades. The total contributions of the central government to 
the various colonial governments (including the Kwantung Leased 
Territory) did not exceed 322 million yen for tVic entire period 
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from 1910 to 1929/* Nor did state subsidies to steel, shipbuilding, 
and other strategic industries involve large amounts, though they 
often meant the difference between profit and loss to the owners. (See 
Chapter 10.) 

In war years, of course, military costs soared to far larger pro- 
portions. They reached an all-time peak of 51% of gross national 
product in 1944, according to one estimate.” In the earlier wars, as 
previously observed, they were also substantial. But it is not un- 
likely that deficit financing of war costs in these more limited con- 
flicts stimulated the fuller and more efficient utilization of Japanese 
resources to the point where there was little if any sacrifice of the 
civilian economy.” At this time, in any case, the tax structure was 
such that a good deal of the tax burden fell on consumption rather 
than savings. 

The actual effects of sustained military expenditure on produc- 
tive capital formation, however, especially in certain sectors of 
particular importance, may well have been more unfavorable than 
these broad statements would indicate. In the earl}^ period Japan’s 
military prowess, as demonstrated in the wars with China and Russia, 
won her international recognition, and helped open up the London 
capital market to Japanese borrowing. This borrowing, mainly for 
war purposes, stimulated capital formation at l.ome and augmented 
her total resources. But Japan’s credit position soon deterior.^ted as 
a result of the financial difficulties which shortly ensued. And in 
subsequent decades — notably in the thirties — the high level of mili- 
tary expenditure, together with the foreign policy it served, was 
hardly calculated to inspire international confidence in the credit 
of either Japan’s government or her private corporations. Domes- 
tically, also, it is likely that tax revenues for military purposes, as 
well as public borrowings, came increasingly from the margin of 
incomes otherwise available for private investment, rather than 
consumption.^^ 

However this may be, there is no doubt that heavy commitments 

As compiled by the Bank of Japan. Moulton, op.cit., p. 232. This does not in- 
clude Japanese Army and Navy expenditure, or certain other outlays connected with 
colonial activity. Takahashi’s c-stiiriate of 6!il million yen is cited above (page 63) 
as the amount spent by Jajian upon the “protection” of Korea and other grants 
and payment obligations assumed in this colony from 1907 to 1931. 

T5 United States Strategic Bombing Survey, The Effects of Strategic Bombing on 
Japan’s War Economy ^ Washington, 1946, p. 16. This includes private capital out- 
lays in munitions industries but excludes war expenditures overseas, except for pay 
of armed forces. 

TB Real income would have grown still more rapidly, of course, had the State 
applied Its taxing and borrowing powers on a similar scale to purposes which were 
economically more productive. 

Especially with the increase in the later decades in the proportion of tax rev- 
enue secured through income and business profits taxes. (Table 48.) 
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to military expenditure, even in the interwar periods, left com- 
paratively little in the Imperial Treasury for public improvements 
of the sort which only the government could be expected to under- 
take. Tlie lagging development of Hokkaido, the northern island, 
as a frontier for agricultural settlement is a case in point. From 
1895 on the Army and Navy continuously^ absorbed as much as 
40% or more of central government expenditures.^" When general 
administrative requirements and debt service were also ])rovided for, 
little remained for public works or social welfare. More broadly, the 
whole policy of military expansion, with its emphasis on colonies 
and war-essential industries, attracted private capital and skilled 
labor from pursuits where they were already scarce, and where they 
would have contributed far more to the growth of national income 
and wealth. A constant feature of the Japanese scene throughout 
these decades w'as tlie dearth of public funds for agricultural and 
other internal improvements, and for housing, health, and sanita- 
tion. Yet all the time large sums were being lavished on the armed 
forces and on imperialist adventures abroad. 

Finally, the perennial shortage of capital in small-scale industry 
and agriculture reflected special institutional obstacles to the flow 
of private investment funds into these fields, compared with the 
more modern sectors of the economy. Higher interest rates here are 
insufficient alone to demonstrate this, of course, for loans to small 
businessmen and farmers are apt to involve greater risks and han- 
dling costs. It sliould also be remarked that the number of hanking 
offices relative to the population — one index of accessibility — be- 
came moderately high. From 1926 to 1936 the number of head 
and branch offices declined from 7,858 to 0,415, but there was still 

^8 Outlays on the Arrn> and Navy in the General Account constituted the follow- 
ing percentages of total national governiuent expenditures (for the years 188H-1933, 
computed by S Hijikata in “Die Zusainmenhange zwischen Staatshaushalt und 
Industrialisierung in Japan,” Weltwirtf^chaftliche* Archiv^ vol, 46, part 1, July 1937, 

p. 212): 



Total 

Exprnditurea 
(millions of yen) 

A rmy and 

Navy 

(percent) 


Total 

Expenditures 
(millions of yen) 

A rmy and 
Navy 
(percent) 

1888 

82 

29.0 

1918 

1,017 

36.2 

1893 

85 

27.0 

1923 

1,621 

.32.8 

1898 

220 

61.2 

1928 

1,816 

28 5 

1903 

260 

33.2 

1933 

2,255 

38.7 

1908 

636 

33.6 

1938 

3,288 

.35.6 

1913 

674 

83.4 





To the above Army and Navy expenditures should be added military pensions and 
n large share of interest on the national debt, also chargeable to military purposes. 
This would raise the total military outlay to 40 to 60% of the national budget 
through the period 1896-1936. 



one office to every 11,000 people.^® However, the concentration 
of banking controls in the hands of large financial interests, and tlie 
solicitude of the government for these interests, conferred financial 
advantages on them well beyond what would probably have rep- 
resented an economic allocation of resources. 

In modern Japan the banking system has supplied the major 
portion of funds invested in modem enterprise and in government 
securities.®” With the bank failures and mergers of the twenties 
small business became increasingly dependent on big financial in- 
stitutions closely affiliated with the big industrial concerns. This 
gave the large firms a financial advantage which was often decisive, 
especially during periods of hard times. Centralized control over 
the supply of capital in the hands of big business and the State 
helped no doubt to perpetuate the dearth of credit for small busi- 
nessmen, keeping interest rates for them at high levels and exerting 
a corresponding pressure on wages and working conditions. 

As for agriculture. State economic policy from the beginning 
was directed primarily at the promotion of industry and commerce, 
rather than the interests of the farmer. If the village was perennially 
starved for capital, this was partly the reason.®' Only after 1920 
was this shortage relieved in some degree by tax reforms, agri- 
cultural subsidy, and the organization of a nation-wide network of 
rural cooperatives. The whole fiscal policy of the Meiji go\rern- 
ments, beginning with the Land Tax Reform of 1873, might be 
characterized as designed to extract the maximum amount of revenue 
from agriculture to defray the expenses of the State and to forward 
the industrial and military ambitions of its ruling groups.®" 

78 C. C. T.ianfr ffives figures for other countries as follows: thiiled States (ISSO), 
7,740; India (1949), 65,200; China (1947), 94,100. Economic Commi.ssion for Asia 
and the Far East, Committee on Industry and Trade, Mohilizafion of Rural Savings 
with Special Reference to the Far East, New York: United Nations Economic and 
Social ('oiincil, E/CN.11/1&T,/WIM/L.,5, October 15, 19.51, p. 22. 

88 Financial institutions held 66% of the 23.5 billion yen of government and do- 
mestic corporate .securities outstanding in March 1928, according to an estimate of 
the Hank of Japan. Foreign investors held 10%, and other Japanese business con- 
cerns a part of the remainder. Moulton, op.rit., p. 427. 

SI It is worth recalling, how'ever, that this problem of rural credit has been 
universal in Asia, and not peculiar to Japan. Commercial banks eater mainly to the 
needs of the more prosperous urban class engaged in trade and industry. Except 
where cooperatives have been organiKed on a large scale the credit business of rural 
areas is still handled nm.stly by moneylenders and small unorganized hanks. In 
India, for example, there are said to be some 300,000 moneylenders who generally 
charge 12 to 50*^, on loans, and sometimes as much as 300 to 400%. Economic Com- 
mission for Asia and the Far East, Committee on Indu.stry and Trade, Mohilization 
of Domestic Capital through Financial Institutions of the ECAFE Region, New 
York: United Nations Economic and Social Council, E.CN.11/I&T/40, January 3, 
1951, chap. 5. 

82 Examining the sources of funds for the founding of modern capitalism in Japan, 
Y. Ilorie concludes as follows: “The creation of capital by the Meiji Government as 
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It is fair to add that agriculture was necessarily the main source 
of capital and tax income during the early period. Japan’s long-run 
interests probably required levying an initial tribute on the farmer 
to foster industrialization and national defense. Later decades saw 
some abatement of this discriminatory policy as wealth and income 
grew in other fields. However, the continuing disabilities of the 
peasant, including the shortage of cheap credit, remained a con- 
spicuous feature of the Japanese scene long after a flourishing 
industry had been established and the country’s political inde- 
pendence had been assured. There was now far less justification, 
on grounds either of social justice or of sound economic policy. 
(See Chapter 10.) 

Investment and Economic Progress 

Important as were the social institutions and financial mechanisms 
which helped to enlarge the supply and lower the cost of investment 
funds, the more dynamic impulse to capital formation in Japan is 
to be sought on the demand side. Here we return to the point empha- 
sized at the outset of the discussion of savings. If wealth has been 
created far more extensively in modern Japan than in Tokugawa 
Japan, the change was not primarily in traditional impulses to thrift, 
in the existence of great wealthy families, or in the taxing powers 
of the State. Rather, it lay in the whole conjuncture of circum- 
stances which created new opportunities for and incentives to pro- 
ductive investment and enterprise after the Restoration. Through 
both State and private enterprise — increasingly the latter — a stream 
of resources was consequently attracted into the business of acquir- 
ing new capital assets, either by making them at home or by buying 
them abroad. 

Hoarding and Investment. There Is no need to repeat again all 
that has been said concerning the various stimuli which came into 
play after 1868 to generate an active process of capital formation. 
A long wave of expansion, with periodic surges and recessions, was 
set in motion by the change in objective circumstances and the 
psychological response of the nation and its leaders. These cir- 
cumstances, together with the new freedom and security of property 
ownership, evidently created a new state of profit expectations — a 
confidence in investment gain — ^which was effective through wide 
sectors of the economy in breaking this bottleneck of economic 
development. 

well as the accumulation of wealth by the feudal lords and the accumulation of 
funds for commercial and loan purpose.^ by the chonin was at the expense of the 
agp-icultural class.” ”An Outline of the Rise of Modern Capitalism In Japan,” Kyoto 
University Economic Review, vol. xi, no. 1, July 1986, p. 106. 
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In this connection one particular change deserves emphasis, as 
it represents an all-important departure from the investment prac- 
tices of traditional agrarian societies. The appearance of new and 
sufficiently attractive opportunities for productive enterprise served 
gradually to break down the traditional preference, characteristic 
of these societies, for hoarding wealth such as land or precious metals 
rather than investing in the creation of new capital assets. 

This change is often misunderstood, through a confusion between 
financial investment which involves merely buying up existing assets, 
and investment spending upon newly produced assets (capital 
formation) . It is the latter, of course, with which we have been con- 
cerned in this chapter. Throughout most of Asia, and in traditional 
Japan, the problem of capital is not that it is absorbed or “tied up” 
in agricultural land, as is sometimes said. Rather it is simply not 
produced except at a very slow rate, in the form of either improved 
land or anything else. The reason has something to do with the 
premium placed on landownership. In a densely settled agrarian 
economy of the preindustrial variety, land rent is sustained at a 
high level by the pressure of population and the weak bargaining 
position of the small tenant.^It is not easily reduced by increasing 
the supply of land. As compared with other producer goods, land 
affords still other advantages to its owner: hififh political and social 
prestige attaching to the landed class; a relatively safe and stable 
return; ease of disposal (liquidity) if necessity arises; and related 
opportunities for gain through combining the functions of land- 
lord, tax collector, moneylender, etc.*® The same values are found in 
varying degrees in hoards of precious metals and treasures of art. 

The resulting preference for landholding (or money hoards) sets 
a high standard of yield which funds must return if they are to be 
invested in producing new capital assets for industrial or commercial 
enterprise. But opportunities of sufficient attractiveness in such a 
society are apt to be severely restricted by the limitation of the 
market, by a stagnant technology, and by the lack of security and 
status in nonagricultural pursuits. By the time all the costs and 
risks of new business ventures are reckoned under such conditions, 
the anticipated net return is apt to be too meager to bring forth 
any large amount of investment funds. New investment is therefore 
discouraged except where high profits can be anticipated over a 

88 So pervasive are these privileges and powers conferred by land holding that the 
term “feudal” or “semifcudal” is often applied to the agrarian systems of .Tapan, 
China, and other Far Eastern countries. To use the term this way only obscures 
the true character of feudalism, as it once existed in Europe and parts of the Far 
East. But it does emphasize the essential point that the advantages of control over 
land and its produce are not to be measured merely in terms of rents reckoned on 
a capitalistic basis. 
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short period, as in tlie quick turnover of certain types of trading 
ventures. For such reasons as this Keynes remarks that “in certain 
historic environments” the preference for landownership may have 
been a heavy drag on economic progress.®* 

Thus traditional China has been described as a “land-rent-cen- 
tered” society. Landownership and public office were the avenues 
to economic security and social prestige. They were the keys to 
gentry status. This fact, plus tlie absence of legal security for busi- 
ness enterprise, hampered the growth of commercial and industrial 
enterprise. In feudal Japan, landownership was a less absolute 
and exclusive property right, and the preference for landholding 
was perhaps less highly developed. More accurately, the preference 
took different forms and found more restricted expression among 
those classes with some surjdus of income potentially available for 
investment. The power and income of the nobility rested on feudal 
status, which was associated with hereditary control over the revenue 
from land. Merchants, on the other hand, were largely barred from 
seeking the security and prestige of landlordism as it flourished in 
China. Even so, it was characteristic of the last century of Toku- 
gawa rule that land investment (as well as gold and silver) attracted 
a large share of the funds accumulated by the rising merchant class, 
who circumvented feudal prohibitions by reclaiming waste land or 
acquiring de facto ownership through foreclosure on debts.®® 

“Tli.'it tli«* after several tiiilleiinia of steady individual saMnj;, is so po(»r 

as it is in accumulated capital-assets, is to be explained, in rny opinion, neither by 
the improvident propensities of mankind, nor even by tlie destruction of war, hut 
by the high liquidity -premiums formerly attaching to the ovnership of land and 
now attaching to money. J differ in this from the older view expressed by Marshall 
with an unusual dogmatic force in his Principles of Ecrnomics^ p. fiSl : — ‘Kveryone 
is aware that the aecumulatioii of wealth is held in clicek, and the rale of interest 
so far sustained, hy the preference which the groat mass of humanity have for 
present over deferred gratifications, or, in other words, by their unwillingness to 
“wait.”’” The General Theorp of Emplopmevu, interest and Afoneif^ cited, p. 242. 

Ks The whole subject of cajiilal formation in traditional Oriental societies is yet 
to be investigated with the tools of modern economics. No doubt it played a less 
dynamic role than in modern industrial societies. For one thing, savings and invest- 
ment in a subsistence economy ar** small in relation to income. Also, there was no 
problem of balancing invi.stment and .saving decisions in the case of a farmer main- 
taining or improving his own land, or a government requisitioning grain to supjiort 
workers conscripted for the corvee. 

Nevertheless the proMciii of fhictualions in investment, both private and public, 
seems to have been tj resent in some degree. At all limes a high premium attached 
to landownership as a means of economic .security and symbol of social prestige. 
This exerted a persistent drag on the formation of capital and expansion of in- 
comes in commerce and industry. In addition, when hard times brought heavy 
distress sales of land hy impoverished peasants, funds were likely to he drained out 
of productive juirsuits in even greater amounts. For exanqile, merchants were apt 
to use their cafiital accumulated in husine.ss enterprise to purchase land from 
former ow'iiers who now required the proceeds for consiinqition purposes. 

One wonders if there is some analogy between the role of public works activity 
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This premium upon landholding lingered on in the modern period. 
It reflected the intense desire of millions of small peasants to own 
their own farms, and avoid the crushing burden of high rents 
charged against the produce of a farm already too small to support 
a family in comfort. I^andownership might or might not bring a 
large return on the investment. High rents are not to be confused 
with high investment yields to the owner. So high were land prices 
in prewar Japan that even rents running to 30 to 40% of the total 
crop might yield less than 5% on invested capital.®® However, the 
Japanese system of land- tenure gave the landlord relative security 
with little entrepreneurial responsibility. He could also hope for 
capital gains as population and development increased land values. 
And his position as a village proprietor opened up supplementary 
opportunities for profit through local moneylending, trade, and 
industrial activity. 

With the industrialization and commercialization of the eqpnomy, 
the premium on land was progressively diminished by the attractions 
and increasing familiarity of other types of investment. And as the 
inclination weakened to hold wealth in the form of land, or other 
liquid assets, funds were made available on more favorable terms 
to produce new capital goods for use in expanding and diversifying 
productive activity. This was not a matter cf the attracting into 
new employments of capital previously “locked up” in agriculture; 


in the traditional Chinese economy and that of public spendinp in modern industrial 
economics. That such activity was essential to maintaininc: the physical productivity 
of agriculture is clear. Did it also have multiplied eflFccts on income, consumption, 
and savings through associated changes induced in stocks of grain, the supply and 
circulation of money, and general commercial activities? If so, this might oflTer an 
additional reason why the neglect of public works was characteristically a symptom 
of economic decay, political unrest, and a gathering dynastic crisis. 

so Nasu, op.rtf., pp. 328-31. Direct cf»mpari.sons between investments in land and, 
say, Kanegafuchi Spinning Company stock are made difficult by differences in 
risk, taxes, etc. It appears, however, that land prices remained high, relative to 
yields (net of uncertainty). One authority, Shiro Kaw'ata, wrote as follows in 1933: 
“The current market value of agricultural land is usually at a much higher level 
than its equitable price level, which is estimated by capitalizing the money returns 
from that price of land on the basis of the prevailing rate of interest. This phe- 
nomenon is peculiar to a country like Japan where agricultural industry is char- 
acterized by the preponderance of small-.scale tenancy, the bargaining of farmers in 
small tracts of land, and the consequent urgent demand for farm land which far 
exceeds its supply. Such a tendency is still further exaggerated by the keen desire 
of tenant-fanners, prompted either by actual need or by .sheer pride and ostenta- 
tion, to possess farm land at any cost ond with utter disregard for sound economy.” 
“Price Standardization In Government Control of Rice,” Journal of the Osaka Uni- 
versity of Commerce, no. 1, September *1933, p. 20. 

The following comparison of annual yields on various kinds of investment in 
.Tapan during the years 1921-36 is given by figures of the Hypothec Rank of .Japan: 
farm land, 6 4 to 7%; company share.s, 4.9 to 9.4‘7r; company debenturer,, 4.5 to 8.4%; 
loans to individuals on the security of immovables, 10.1 to 11.5%. Japanese Ayri- 
cultural Land Statietica, cited, pp. 51-52. 
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rather, it facilitated the growth of the total capital stock of the 
country.*^ 

A Dyjiamic "Economy, A fresh study of business cycles in prewar 
Japan is needed to illuminate more clearly the dynamics of her 
economic growth. With the appearance of more or less periodic fluc- 
tuations in business conditions toward the end of the nineteenth 
century the Japanese found themselves concerned with the problem 
of all capitalist economies — -the importance for equilibrium of a 
continuous flow of investment expenditure adequate to balance sav- 
ings at rising levels of employment and income. 

What rate of expansion in income (output) was required to keep 
the market economy running in high gear, given the technology and 
saving habits existent at any time, we do not know. Whatever the 
“required” rate, it appears broadly to have been approached in 
practice through a good deal of the prewar era, to judge from the 
rarity of severe depressions and periods of stagnation. The stimuli, 
as previously noted, arose from the rapid gains in population, tech- 
nology, and foreign trade; the government’s tax incentives, subsidies, 
and war spending; and other factors sustaining profit expectations 
at a high level in relation to the cost of securing funds. The result- 
ing investment decisions served in turn to expand incomes and to 
make these expectations (in the aggregate) come true. 

If growth was sustained with few serious interruptions over half 
a century or more, as the production curves indicate, one factor of 
special importance was probably the volume and character of the 
nation’s foreign trade. In the first place, exports expanded steadily 
for seventy years, reinforcing the demand for industrial products 
in the home market. (See Chapter 6.) It operated to prolong up- 
sw^ings in business activity and to shorten the downswings where 
they originated in domestic dislocations. Second, since an increas- 
ing share of the earnings of exports were returned abroad to pay 
for imported materials and -equipment used in their manufacture 
— 25%, more or less, in the interwar years — the volume of those 
earnings could expand correspondingly further without gener- 
ating inflationary cost increases within Japan. Third, because 
Japan met so many of her requirements for producers’ goods 
overseas, a rise in money incomes and prices generated from what- 
ever source was dampened by the “leakage” of expenditures on im- 

Of modern Japan, Talcott Parsons has remarked: “A certain prestige seems 
to attach to landowncrship as compared to other sources of income, but by no means 
a decisive one when compared to China or ‘county’ England. On the whole, owners 
of rural land tend to merge with the larger middle class of people of business and 
professional status, which, though much smaller and weaker, Is very similar to our 
own in basic social characteristics.** Douglas G. Haring, ed., Japan’s Prospect, 
Cambridge, Mass., 1946, p. 91. 
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ports. Finally, because Japanese industry was geared to an elastic 
world market for such supplies, it could probably avoid more easily 
some of the bottlenecks and cost dislocations which are apt to ap- 
pear in an industrial structure based more narrowly on its own 
capacity in this respect.®® The limiting factors in Japan were more 
largely her capacity to finance imports, and her inelastic supply of 
technical and administrative skills. 

The corollary of this dependence on foreign trade, however, was 
the sensitivity of the Japanese economy to the conditions of foreign 
demand. In the later decades 25% or more of its industrial output 
was regularly exported. (Sec Chapter 7.) Especially striking was 
its vulnerability to fluctuations in the American silk market, which 
was only partially mitigated by the growing demand for cotton 
goods in Asia. The trade balance was a matter of constant concern. 
Discount rates in Tokyo moved closely in relation to the import/ex- 
port ratio after 1900, and a rise in the trade deficit was psually a 
symptom of approaching crisis. 

Despite the problem of the balance of payments — indeed, as the 
chief cause of it — a chronic tendency toward monetary inflation 
seems to have persisted through much of the period from 1868 to 
1920, reappearing again in the thirties. Only in the eighties, and 
again between 1920 and 1932, was the secular upward drift in Japa- 
nese wholesale prices arrested. (See Table 25.) This, too, is a feature 
of Japan’s economic growth deserving more careful study. A cursory 
review of the data suggests a chronic tendency for the rate of private 
investment and government spending to exceed the amounts required 
to utilize productive resources to the full at the existing level of 
technology. This was encouraged not only by a series of wars and 
incessant armament expenditure, but also by what seems to have 
been a general bias in favor of easy money and credit expansion on 
the part of big business and the State. 

One economist, Tokuzo Fukuda, remarked in 1926 on the “ir- 
rational” faith of the Japanese in the benefits of inflation.®® He 
attributes it to the prosperity induced by paper money issues dur- 
ing 1877-80 and the war booms of 1894-95, 1904-05, and 1915-19. 
The extremes of fiat currency were ended by the Matsukata reforms 
leading to the adoption of the gold standard in 1897. However, 

tt" This point is suggested by Shigeto Tsuni at the conclusion of his interesting 
study of the Development of Capitalism and Business Cycles in Japan, unpublished 
MS, Widener Library, Harvard University. See also his ^‘Economic Fluctuations in 
Japan, 1866-1903,” The Review of Economic Statistics, vol. xxiix, no. 4, November 
1941, pp. 176-89. 

*» “La ‘Cyclicity* de la Vie Economique et de la Politique Economique Eclalr4e 
par TExample de TEvolution Japonaise de 1868 & 1925 dans ses Rapports avec 
I’Etranger,” Journal des Economistes, 1926, pp. 16-17. 
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the State continued to pursue fiscal and monetary policies which 
made tlie protection of the foreign balance and the accumulation 
of specie objects of constant concern. During the next two decades 
successive doses of infiation were administered with the help of the 
Chinese indemnity, foreign borrowings, and the export boom of 

Table 25. Index of Wholesale Prices in Japan Proper, 

1870 - 1938 ^^ 

(1910-14 = 100) 


1 870-74 

45 

1905-09 

90 

1875-79 

48 

1910-14 

100 

1880-84 

48 

1915-19 

104 

1885-89 

47 

1920-24 

221 

1890-94 

54 

1925-29 

185 

1895-99 

70 

1930-34 

134 

1900-1904 

79 

1935-38 

171 


» For 1870-S0, unweighted Hrithnietie average of wholesale price relatives of 
fifteen commodities, based on 1868 (Asahi Shimhun-sha, Nippon Keizai Taker Sokon, 
Tokyo, 1930, p. 1108); 1900-19118, Bank of Japan wholesale price index (Bank of 
Japan, Economic Stutintiar of Japan, Tokyo, passim, and Toyo Keir.ai Shimpo-sha, 
Keizai Nenkan |1939|, Tokyo, 1939. p. 19). The Bunk of Japan index is also a simple 
unweighted average of monthly price relatives of fiftv-six cornnu>dilics in Tokvo, 
based on October 1900. Here the two indices are spliced together in the period 1900- 
190t and recomputed with 1910-14 as 100. Needless to say, this gives only n verv 
crude moa^u^e of liie central tendency of price changes, especially before 1900. 


1915-19. These piled up reserves of precious metals and foreign 
credits which lasted until the mid-twenties. The difficulties wliicli 
thereupon ensued — at the time Tokuda was writing- -were liardlv 
calculated to diminish faith in monetary expansion. The process 
was soon renewed with the aid of drastic depreciation of tlie yen. 

Through these decades, in short, the demand for funds for invest- 
ment and war spending chronically exceeded the sums made available 
from existing incomes through voluntary savings and taxation. Given 
the acquiescent attitude of the authorities toward credit expansion, 
the result was a more or less persistent tendency to inflation, which 
periodically got out of hand and culminated in a slump. On the 
whole, however, the boom periods predominated. They were often 
wasteful, producing speculative excesses and distortions. By chroni- 
cally inflating profit margins, moreover, they relieved producers of 
the incentive otherwise present to improve methods and cut costs. 
Yet, looking at the troubled experience of other countries in this 
field, one is inclined to conclude that the monetary mechanism was 
employed fairly successfully in preM'^ar Japan to speed the transition 
to industrialism, to build the power of the State, and to accelerate 
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the growth of real income and productive capacity. To this point 
wc return again in Chapter 10. 

Lessons of Japan's Experience. In current discussions of in- 
dustrialization in Asia no problem looms larger than that of finding 
the necessary capital. Often it appears that a poverty-stricken na- 
tion with industrial ambitions cannot possibly provide most of the 
capital required for such purposes, especially when its population 
grows rapidly and yet expects immediate gains in living standards. 
If its needs are to be met, therefore, foreign loans and gifts must be 
found on a massive scale. They may be expected to cover not merely 
the cost of machinery imported from abroad but even a large part of 
the whole cost of financing economic development. As foreign capital 
is difficult to attract in quantity, however, and piles up repayment 
charges, this line of reasoning ends in a dilemma. 

The Japanese experience in retrospect is encouraging in its tech- 
nical successes, while confirming the importance of the whole political 
and cultural setting of economic development. In this restricted 
sense it lends support to Colin Clark’s advice that “we must not fall 
into the old-fashioned error of regarding the accumulation of 
capital as the limiting factor in economic progress.” 

It shows, first of all, that the modernization of technology (in the 
widest sense), in an environment of expanding opportunities, is 
paramount, and itself tends to stimulate the creation of inci‘=‘asing 
amounts of man-made capital, even in a country poor in land and 
mineral wealth. 

Second, it demonstrates that if other conditions are favorable, 
substantial progress can be made in the early stages of industrializa- 
tion with comparatively modest amounts of new capital, produced 
mainly with domestic labor and materials. Except in large-scale 
public works, transport, and a few basic industries, Japanese in- 
vestment proceeded by small unit increments with cumulative results. 
If this process did not take effect more rapidly in rising productivity 
and income per cayiita, the chief deterrent was the relentless in- 
crease of population. 

Third, it confirms the experience of other countries in showing 
that the provision of credit to the peasant and the small industrialist 
is a problem of special difficulty and importance, requiring the crea- 
tion of cooperative and public institutions specifically adapted to 
this purpose. Particularly is this true when population grows rap- 
idly, piling up a great surplus in rural areas. “In all countries 
where farming is in the hands of small producers,” remarks R. H. 
Tawney, “the fundamental problem of rural society is not that of 
wages, but of credit.” 

Fourth, the tlapanese offer the precedent of one Far Eastern 
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nation which carried through a far-reaching program of industriali- 
zation without heavy and continuous borrowing abroad, and yet 
with a significant rise in living standards over several decades. This 
is not to imply, of course, that foreign assistance cannot speed the 
process, and reduce the sacrifices and deferments of consumer gains 
that would otherwise be required. In the initial stage, particularly, 
overseas aid can provide a significant stimulus. 

For the process of capital formation to go forward at a rapid rate, 
however, certain essential conditions must be present. They are 
important whether economic development is to proceed under private 
or public auspices, or some combination of the two. 

One is the stimulus of new opportunities and incentives to eco- 
nomic growth and structural change. In the case of Japan these were 
both economic and political, centering to an unusual degree in her 
expanding relations with the outside world. A second condition is a 
framework of political order, legal security, and public administra- 
tion favorable to the growth of economic enterprise, and particularly 
to risk taking in new types of undertakings. 

Both circumstances were present in Japan. Together they en- 
couraged both the bureaucrat and the businessman, each in liis 
respective sphere, to anticipate attractive returns on new invest- 
ment. Through the financial institutions that developed they drew 
large resources into capital creation. Active investment spending 
raised the levels of income and savings, immediately through the 
monetary stimulus and ultimately through additions to productive 
capacity. The process worked in cumulative fashion, though with 
far less revolutionary consequences in rural life than in the great 
urban complexes of modern industry, commerce, and finance. 

Finally, this analysis has emphasized those political and social 
arrangements which imposed restraints of various kinds upon the 
consumption of curn*nt income, and made it possible to allocate 
substantial resources to capital formation. One strategic component 
of savings, in this sense, was the tax revenue collected by the State 
and devoted to public works, armament output, and loans and sub- 
sidies to private business. Other increments of savings were forced 
by investment and armament expenditure which failed to bring 
about a commensurate rise in output and diverted resources from 
consumption through the mechanism of price inflation. More im- 
portant over the period as a whole was the “voluntary” component 
of savings, i.e., the disposable income which individuals and firms 
would have withheld from consumption even if it could have been 
spent on consumer goods and services without bringing price in- 
creases. Various factors cited earlier enabled the Japanese to finance 
a large stream of investment outlays with such savings. Most im- 
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portant were the social traditions and institutional controls which 
distributed income and wealth quite unequally, yet preserved a stable 
social order and a strong emphasis on personal frugality. 

This combination of circumstances built up a savings-investment 
process which carried industrialization steadily forward. Moreover, 
it was initiated and sustained without resort to totalitarian controls 
over economic life. The fiscal needs of the government were met 
without stifling the developing spirit of enterprise. Currency dis- 
orders were kept within manageable bounds after the early mis- 
adventures. And increasingly after 1880 the major responsibility 
for investment decisions, except for military concerns, was left to 
private initiative under the general surveillance of the State. (See 
Chapter 10.) 

In a more egalitarian setting, and with a more insistent, public de- 
mand for dramatic improvement of living standards, the formation 
of capital could hardly have proceeded so rapidly in a country as 
backward and impoverished as Meiji Japan, unless the State had 
intervened far more extensively and coercively to mobilize resources 
for the purpose. Considerable use was made of the more coercive 
instrumentalities of government as it was. Had the main reliance of 
economic development been on them, given the capacities of the 
Japanese bureaucracy, one wonders whether innvation and growth 
would have proceeded as rapidly or efficiently as they did. It mav also 
be questioned whether, in the light of Japan’s political tradition, she 
would have been either more democratic or more peaceable. On the 
other hand, the entire system rested on a grossly unequal distribu- 
tion of wealth and power which was itself technologically inefficient 
in some respects and wholly opposed to human and democratic 
values. 

One may hope that elsewhere the potential contradictions in these 
objectives may be reconciled more successfully than in prewar 
Japan. And indeed it may be doubted whether most other Oriental 
peoples will so patiently tolerate a similar concentration of economic 
privilege, where it does not carry with it a more direct responsibility 
to the nation. For Japanese capitalism displayed an all too callous 
disregard for the immediate well-being of the worker in the factory 
and the field. It perpetuated evils like child labor and tenant op- 
pression long after the remedies were at hand. 

Recognizing this fact, one should also acknowledge that the Japa- 
nese pattern of capital accumulation, and the institutions which 
made it possible, had their constructive features. If they failed 
lamentably to solve the problem of distributive justice, they were 
nevertheless remarkably successful in creating new income and 
wealth in ever increasing amounts. No doubt they would have been 
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even more successful had the owning class taken a more enlightened 
view of the technical as well as social benefits to be derived from bet- 
ter living and working conditions for the common people. But a 
more egalitarian system would not necessarily have enlarged eco- 
nomic opportunity for the masses, whatever its levelling effects. It 
would have had to perform equally successfully the tasks of tech- 
nological innovation and capital accumulation, unless sacrifices on 
this score had been offset by greater restraints on population growth 
and on imperialist adventures abroad. Where an economic system is 
so limited in its productive capacity as to condemn the mass of people 
to a life of grinding poverty, ignorance, and disease, whatever the 
pattern of distribution, these tasks are basic to almost all aspects 
of social progress. 
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FOREIGN TRADE AND ECONOMIC 
GROWTH— I 


Japan's Rise as a Trading Nation 

NO aspect of modern Japan is more dramatic than the revolutionary 
'growth in lier foreign commerce after 1868. From a state of eco- 
nomic isolation hardly paralleled in the annals of other civilized 
peoples, this island nation emerged in seventy-five years to become 
one of the great trading empires of the world. If Japan was more 
profoundly altered during the century after 1850 than during the 
preceding millennium, the root cause was the opening of the country 
to Western influence, in w'hich economic enterprise played such a 
conspicuous role. 

In 1850 there was virtually no Japanese merchant marine, no 
mercantile establishment abroad, hardly even any awareness among 
Japanese of the commercial and industrial revolutions then trans- 
forming tlie West. Trade with the rest of the world, even Japan’s 
injmediate neighbors, had for two centuries been confined to a tiny 
trickle. Individual Japanese had been forbidden to go abroad on 
pain of death. No ship of more than 50 tons’ capacity could be 
built in Japan. In their effort to seal off all disruptive influence from 
the outside, Tokugawa Icmitsu and his heirs had acted with Dra- 
conian effectiveness. Once flourishing maritime contacts with China 
and southern Asia ^cre largely suspended. The arts of shipbuild- 
ing and navigation decayed. Only through the small Dutch and 
Chinese colony at Nagasaki did Japan continue after 1639 to main- 
tain a limited trade in metals and luxury wares. Here the Dutch, 
limited to one ship a year, were cooped up under restrictions and 
surveillance which Karl Thunberg, a Swedish botanist employed by 
the Dutch East India Company, likened to being “buried alive.” 

Among a f)eople whose island character had pushed them nat- 
urally toward maritime enterprise in earlier times, and whose history 
had long demonstrated a receptivity to foreign influence, it is 
astonishing that this state of affairs could have been enforced for 
over 200 years.^ 

> A Japanese economist in 1708 made a statement reminiscent of the Manchu 
Emperor Ch'ien l^ung's famous dictum: “With the exception of medicines, we can 
dispense with everything that is brought us from abroad. The stuffs and other 
foreign commodities are of no real benefit to us. All the gold, .silver, and copper 
extracted [for export] from the mines during the reign of Ogosho-Sama, and since 
his time, is gone, and, what is still more to be regretted, for things we could do well 
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No less astonishing, against this immediate background, is the 
transformation of modern times. Knergies long pent up in a seclu- 
sionist Japan now found their release in the politics and the tech- 
nology of the new age. It was as though tlic .Japanese had set out 
to telescope within the space of three generations the whole com- 
mercial and industrial development which had occupied three 
crowded centuries in the West. At the end of tliis period, and before 
the shattering blows of World War II, Japan had built a far-flung 
network of trade ranking fifth among those of all nations. Ships 
flying the Rising Sun were a familiar sight in the great ports of 
the world. Japanese businessmen now supplied a ma jor share of the 
factory goods consumed in Asia. Elsewhere, they made steady in- 
roads on the established markets of older industrial competitors. And 
whether it was American cotton, Malayan rubber, or J‘^gyptian 
phosphate, Japan had now become one of the largest customers for 
raw materials entering world trade. ✓ 

For Japan herself foreign commerce proved to be the key unlock- 
ing the door of economic opportunity. Initially it ])r()vide(l a high- 
way over which new impulses and a new technology came in to 
revolutionize much of her economic life. liater it enabled her to 
draw increasingly on the world’s industrial resources to compensate 
for her own basic deficiencies. As a result she came to acquire a 
degree of dependence on the world economy exceeded by that of few 
other nations in modern times. 

This dependence on overseas markets and materials reached far 
beyond the limits of Japan’s own territories and possessions, despite 
the extension of her rule over some .‘30 million neighboring people. 
The price of her new wealth and well-being was thus a basic j^olitical 
insecurity arising from dependence on clistant peoples and resources 
she could not hope to conquer. For her imperial-minded militarists, 
however, such dependence was no more acceptable than had been 
her undeveloped military and industrial potential of fifty years 
earlier. To escape from this contradiction between modern technology 
and nationalism, they risked everything in a violent attempt to carve 
out a new and self-sufficient empire in h^ast Asia. 

The result is now history. War wrecked the commercial founda- 
tions of Japanese industriali.sm, devastating the very areas espe- 
cially important to .Japan’s own livelihood, 'rhe postwar generation 
thus inherited the painful task of rebuilding those foundations anew. 
Unfortunately it faced conditions now far less fa\orablc, 1 hanks in 
no small measure to .Taj)anese aggression itself. 

Ijiteriial v. External Expansion. Since overseas trade has played 


without.*’ (Quoted by A. F. Thomas and Soji Koyarna, Commercial History of Japan^ 
Tokyo, 1936, pp. 130-31. 
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such a cardinal role in Japan’s economic development, it may seem 
surprising that more specific treatment of this aspect has been re- 
served for such a late stage of our analysis. In the historical nar- 
rative of Cliapters 1 and 2, it is true, Japan’s changing economic 
relations with the outside world were fitted into their appropriate 
place. Subsequently, too, they have received some attention as they 
were linked with changes in the industrial arts, the growth of 
markets, new incentives to investment, and the redirection of Japa- 
nese labor and capital into industrial employment. However, they 
have yet to he brought into any sort of central focus. 

The reason is one of perspective on the over-all patterns of eco- 
nomic growth. Much of the Western literature on Japan gives a false 
impression of her economic development by undue preoccupation 
with foreign trade and its associated activities. This is natural, if 
only because it is here that Japanese industrialization has impinged 
directly on the economic life of the rest of the world. Here, too, it 
has been most intimately related to the expansion of political em- 
pire overseas, as foreign trade and investment became the pretext 
and the instrument for imperialist ventures. The rise of textile, pot- 
tery, and machinery exports, the growth of the Japanese market 
for foreign cotton and industrial equipment, the spread of overseas 
shipping and banking activities, tbe connection between business 
and political aggression in China — such facts as these have most 
concerned the foreign observer. 

Tliis emjihasis has been reinforced often by a doctrinaire view 
as to what was really happening inside Japan. According to this 
view, the dominant tendency in Japanese economic development after 
1893 was the muslirooining of industries producing for the foreign 
market; other sectors of the Qcon<yn\y remained little affected by new 
im])ulscs and opportunities. This circumstance, one is told, reflected 
the social and ])olitical structure of the country, which concentrated 
wealth and power in the hands of the favored few. Lack of mass 
purclmsing power at home tlius left no profitable alternative open 
to Japanese capitalists but to press forward in search of overseas 
markets where they could employ their expanding resources. It also 
drove them inexorably to seek the support of a coin])liant State in 
seizing new opportunities by military conquest. The whole historical 
process served io earn handsome profits for the zaibatsn^ it is 
conceded. It also built up the foundations of military power. But 
little gain is said to have accrued to the hard-pressed peasant or 
worker.” 

■-’This initrpretation of Japanese trade expansion is almost a commonplace of 
Western political wrilinp on Ju]>an. Karlier (pape IW), a passape was quoted 
from a special issue of Fortune on Japan to the effect that “her industrialization is 
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From such an analysis it would follow that other countries em- 
barking on economic development in order to raise living standards 
would do well not to emulate the Japanese pattern. Instead they 
should seek to create a prosperous home market by a more diversified 
and all-embracing program of modernization. The lessons of Japa- 
nese experience are essentially negative, one would conclude, so far 
as any genuine contribution to human welfare is concerned. 

It would be foolish to ignore certain elements of truth in this 
picture. Few countries undergoing industrialization have had heavier 
dependence on overseas markets or arrived at it more rapidly than 
Japan. Basically this reflected factors of population, resources, and 
trading opportunities which would have conditioned Japan’s eco- 
nomic development, whatever her political and social system. How- 
ever, the prevailing social system certainly influenced the composi- 
tion of trade, as well as the scale of foreign borrowing and lending. 
For example, income inequalities, reinforced by governmental tariff 
policy, served to restrict imports of Western consumer goods in 
favor of raw materials and machinery. The concentration of control 
in large-scale banking and business may itself have increased the 
relative magnitude of Japan’s international economic activities, be- 
cause it created more readily the kind of contacts, cooperation, 
skills, and capital which were especially needed in such activities. 
One may argue that it led to a somewhat disproportionate allocation 
of Japanese resources to the cultivation of foreign markets, with 
corresponding neglect of avenues of home investment whicli would 
have been socially more productive and beneficial for the people. 

Certainly overseas trading opportunities attracted large amounts 
of capital into export employment as Japanese industry matured. 
They contributed thereby to the high rate of investment which 
seems to have characterized the Japan *se economy through much 
of this period. To this extent they limited the immediate gains in 
consumption. From the beginning, too, Japanese foreign policy 


an industriali/.ution which must se!) its fi'uods abroad since her domestic market 
is incapable of haying her industrial products.” 

The “motor force” of Japanese industrialization after IHHO, according to this 
view, was the drive of Japanese capitalLsni for foreign markets, at the expense of 
continuing poverty at home. E, H. Norman, among otliers, aece])ts this argument 
in his cla.ssie Japan's Emergrnce as a Modern Utate, New York, 1940. The growth 
of the home market in Meiji Japan stimulated industrialization, he say.s, particularly 
military industry. But this market remained “relatively narrow" as a result of high 
rent and taxes, low wages, and other factors restricting purchasing power. Citing 
the entry of Japanese cotton goods into competition for the China market in the 
1890’s, he concludes (pp. 165-66); “This one example shows how Japanese industry, 
partly under the pressure of foreign competition and partly heciiuse of the in- 
sufficient purchasing power of the home market, hud no alternative but to look to 
the foreign market as the guarantee of future expansion and progress.” 
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emphasized the necessity of trade expansion, even if the actual course 
of empire building served as much to hamper and distort this growth 
as to foster it. The political insecurities associated with this pattern 
of development were one of the factors contributing to those mili- 
tary risks and commitments which ultimately led Japan down the 
path of disaster. 

With full allowance for such considerations, however, the idea 
that the drive for foreign markets was the motor force of Japanese 
industrialization is nothing but a literary invention. It has little 
relationship to the facts. The tr^ie place of foreign trade in the 
dynamics of Japanese development is the subject of this chapter 
and the one which follows. But already it must be evident that the 
process of economic growth was at once more pervasive and more 
complex than any such simple thesis would suggest. The initial 
stimuli, and the new techniques, came largely from abroad. In 
this sense the Industrial Revolution in Japan was the creation of 
foreign trade. But the national response was positive and pervasive, 
working throughout the economy to produce changes which affected 
all sectors in varying degrees. It was precisely because this was so, 
and because it brought a stbady rise in productivity and wealth, 
that imports and exports also grew. A country gains in foreign 
trade, other things being equal, as its national income grows. Pov- 
erty makes poor customers and inefficient suppliers. 

If Japan’s overseas market cx})anded, so too did her home market. 
The latter remained at all times far larger in scale. Changes in 
domestic tastes and habits, and in the investment requirements of 
home industries, reacted upon employment and income to a much 
greater degree tlian did foreign demand for Japanese goods. Some 
of Japan’s im])orts went into the processing of manufactures for 
export ; but the greater ])art were consumed at home. Machine pro- 
duction and mechanized transport were certainly not confined to 
industries selling abroad, although conspicuous there. Agriculture 
lagged behind in the process of growth, as we have seen. Yet even 
here steady growth took jdace through the first half century, pro- 
viding foodstuffs, raw materials, and buying power to support the 
expansion of industry. 

Japan’s whole internal deA'elopment was profoundly influenced, 
in fact was made possible, by the mounting exchange of goods and 
services with the outside world. But equally it was this general proc- 
ess of national grow'th which gave substance and momentum to 
the expansion of foreign trade. To suppose that a country can build 
a great overseas commerce in manufactures on the foundations of 
an economy otherwise unreconstructed and stagnant is to ignore 
all the lessons of history. 
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Not only were external and internal development closely related, 
but in economic terms they were two aspects of the same process. 
Specialization might lead to expanding circuits of exchange be- 
tween Japan and Australia, or between Nagoya and Sendai, or, 
as was actually the case, some combination of the two. Machine 
methods of producing cotton goods migrated from Lancashire and 
Massachusetts to Osaka. So they migrated, too, from Osaka to out- 
lying villages, and for reasons essentially the same. Similarly, it was 
access to North China coal and iron as well as Kyushu coal which 
attracted the metallurgical industry to Fukuoka Prefecture, at 
the western entrance to the Inland Sea. One hears much of Japan’s 
international balance of payments, but a region such as the Yawata- 
Tobata industrial area, just like Japan as a whole, faces the neces- 
sity of balancing its imports and exports wlicn it ex])orts steel and 
other products to pay for iron ore, ship])ing services, or rolling 
mills. 

Japan has been described as “a neat case” of national economic 
development. Yet in many respects hers was a unique case of in- 
ternational development, in wdiicli foreign influence and foreign 
trade played a major role. Actually the ])rocesses of growth were 
a complex interaction of the two. Herein lies the ex|)lanation of her 
rapid advance; also, of the difficulties into which she ])lunged her- 
self when, after 19J8, she sought to break away from the ties that 
bound her to the world economy. 

If foreign trade is essentially nothing but an extension of the 
w'eb of economic organization and activity across national frontiers, 
it nevertheless presents problems requiring special consideration. 
These center mainly around various barriers, other than mere trans- 
port costs, which restrict the international nan ernent of goods, serv- 
ices, and the factors of production. They are social as well as 
political. Between Japan and the United States, for example, there 
are far greater differences in tastes and living habits than between 
Tokyo and the most remote regions of Hokkaido. This fact alone 
limits Japan’s exchange of goods and services across the P/u-ific 
as compared with her internal trade. 

Other differences are no less important. The textile mills of 
Osaka were fed with a stream of cheap labor flowing in from out- 
lying farm districts. But any comyiarahle movement of Japanese 
workers to the United States, or of (’'hinese to Japan, was blocked 
by political as well as economic obstacles. Foreign capital moved 
more freely into Japan at times, just as Japanese capital went to 
the colonies. Yet here too, far more than within the islands, free 
movement has been impeded by factors of risk and unfamiliarity - - 
also political resistance. 
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These restrictions upon international mobility have perpetuated 
radical differences in the relative capital endowments, skills, and 
living standards of Japan and the West. Similarly Japan’s own 
industrial advance after 1890 opened up a widening technological 
gap between herself and neighboring countries of Asia — a gap only 
slightly narrowed by the migration of Japanese businessmen and 
capital to these regions. Such differences in resources, human apti- 
tudes, and demands largely determined the composition and direc- 
tion of Japan’s overseas trade. 

Most importantly, of course, the political factor gives a special 
stamp and a peculiar importance to a country’s international eco- 
nomic relations. All historical interpretations and policy judgments 
must recognize the special concerns which surround international 
dealings in a world of nation-states. It was Japan’s good fortune 
that the foundations of her modern development were laid in an era 
when the world economy as a whole was expanding, and .still or- 
ganized on liberal principles for the most part. She herself pursued 
a fairly liberal trade policy for seventy years, except where her 
colonies and strategic industries w'ere involved. Yet no small island 
nation, similarly dependent dn overseas trade, could have failed to 
display constant solicitude over its international economic position. 
Least of all was this likely in the case of a pc., pie among whom the 
sense of national identity and of national destiny was sc deeply 
implanted. Economic opportunity abroad was essential to both na- 
tional power and well-being. The political issues associated with 
Japan’s external economic relations were a constant preoccupation 
of her statesmen, and greatly influenced the course of development. 

Japan’s entry into the world economy is the subject of this 
chapter and the one which follows. Their purpose is to appraise the 
quantitative importance of overseas commerce in Japanese economic 
life, and its role in tlie dynamics of economic development. In choos- 
ing where to place the emphasis one is forced to be somewhat selec- 
tive. Comparatively little attention is paid to the mechanism of fi- 
nancial equilibrium in the balance of payments as it operated from 
year to year, for example. Little is added to tlie analysis of foreign 
borrowing and the balance of payments given in Chapter 5. Sim- 
ilarly, the tem})tation is resisted to embroider the theory of inter- 
national trade by refinements and case illustrations from the ex- 
perience of Japan. The whole subject of Japanese business enter- 
prise in the colonies likewise receives only casual discussion, save as 
it affected the economy of the home islands. These subjects all de- 
serve more careful study than tliey have yet received, but are largely 
left aside here in order that we may focus on the broader contribu- 
tions of overseas trade to the secular growth of the country. 
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Secular Growth of Oru rseas Trade. The first point to establish is 
the sustained and rapid exjiansion of Japan’s overseas commerce 
from 1868 to 1938. Table 26 gives certain over-all measurements, 
disregarding the earliest years, when trade was still very small in 
amount. Most significant are the curves of physical growth, which 
take account of all external trade, wlietlier with foreign countries 
or Japanese colonies.® 

Several characteristics of this growth deserve attention. One is 
the persistent upward climb of both imports and exports. From 
1880 to 1913 each increases eightfold in volume. On the average 
they doubled every decade, with a geometric rate of annual growth 
averaging about 7.5%. This was twice the growth rate of world 
imports as a whole during the period. It was also twice the rate 
maintained b}’ Britain during the nineteenth century. The initial 
processes of modernization were now in full swing, as Japan fitted 
herself into the web of international trade. Impelled by a growing 
need for raw materials and machinery from abroad, the tlapanese 
took full advantage of the general expansion taking })lace in the 
world economy at the time, and the liberal commercial ])olicics which 
prevailed. 

World War I afforded fresh windfall opportunities to extend 
Japanese exports overseas. They appeared botli in belligerent cov.n- 
tries and in neutral markets vacated by belligerents. The two colo- 

3 Th«* terms “.Japan” and “.Japan Proper” are used inlerehanpeahly in the discus- 
sion of foroif?n trade in this hook to desifrnatc the followinf^ area* the four home 
islands of Honshu* Kyushu, Hokkiiido, and Shikoku; Okinawa after 1H7H; Karafuto 
(South Sakhalin) after 190t; and minor adjacent islands. They exclude other ))arts 
of the prewar Japanese Emjjire. 

The terms “overseas trade” and “external trade” reTer to the trade of Japan 
Proper, as defined above, including its trade with other rejfions of the Empire. 
(Where the distinction between foreign and colonial trade is iTrunateriai, the term 
“foreign trade” rnav also be used in this sense » This is contrary to the usual pre- 
war practi<’c, in both official statistics and the general literature. It adds considerably 
to one’s statistical labors thus tf» combine Japan's trade with foreign countries and 
her trade w’ith colonies at every point. However, the result is to give a more 
coiiipletc and accurate picture of J.ipan's real overseas dependence, and to afford 
a better basis for postwar conipa.i.sons. 

Minor errors arise from the use of official statistics to compare prew’ar overseas 
trade, thus defined, with domestic pniduclion In the ]>roduction .statistics of 
.Japan Proper, Karafuto and Nanyo (l*acific islands mandate) are normally excluded. 
Only in a few items like coal, phosphates, fish, and lumber and pulp is it w'orth while 
to correct the di.screpancy, how'ever. The trade of both areas with foreign countries 
was negligible. Their trade with Japan was ns follows in 1929 and Iff.?? (in millions 
of yen): 


IMPORTS FROM JAPA^T EXPOR’l'S TO .1 APA S 

inS9 1987 1929 1987 


Karafuto 
Nan\ o 


46.6 

6.5 


59.1 
22 0 


56.4 

8.2 


121.1 

.37 9 
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Table 26. Growth of Trade of Japan Proper with Foreign 
Countries, Korea, and Formosa, 1885-1938* 

TOTAL VALUES*’ PRICE INDICES** QUANTUM INDICES*’ 

(millions OF yen) (1910-14=100) (1910-14 = 100) 

Balance Imports 

ANNUAL of 

AVERAGE Imports Exports Trade Imports Exports Exports Imports Exports 


1885-89 

47 

55 

4-8 

47 

57 

82 

16 

16 

1890-94 

84 

86 


53 

66 

80 

25 

21 

1895-99 

206 

163 

—43 

69 

87 

79 

46 

81 

1900-1904 

308 

274 

— 34 

83 

99 

84 

58 

46 

1905-09 

468 

413 

-55 

83 

111 

75 

87 

61 

1910-14 

650 

606 

—44 

100 

100 

100 

100 

100 

1915-19 

1,423 

1,663 

-f240 

176 

163 

108 

124 

168 

1.920-24 

2,440 

1,915 

— 525 

198 

222 

89 

190 

142 

1925-29 

2,849 

2,494 

— 355 

181 

187 

97 

242 

217 

1930-84 

2,212 

2,058 

— 154 

124 

105 

118 

^77 

327 

1935-38 

3,868 

3,772 

—96 

173 

124 

140 

347 

505 


■ Tradt* statistics for prewar Japan arc available for all years after 186H. Beginning with 
1886 they may be regarded as fairly reliable, except for the undervaluation of exports noted 
below. They are found in various reports of the Department of Finance, particularly the 
annual trade returns of the Bureau of Customs and Bureau of Revenue. The trade of Korea 
and Fornio.sa under Japane.se rule was reported separately ’ v the Governments-General of 
the two colonies. As a matter of convenience the pre-1934 figures given here, and elsewhere 
in this study to a large degree, are taken from The Foreign Trade of Japan; A Statistical 
Survey^ published by the Oriental Economist, Tokyo, 1936. 

As officially defined, the foreign commerce of Japan Proper is the trade of the home islands 
(including Okinawa since 1879, South Sakhalin since 1905) with all overseas areas except the 
following (beginning in the years indicated): Formosa (1896), South Sakhalin (1905), Korea 
(1910), and Nanyo (1928). To combine the colonial and foreign trade of Japan one is forced 
to use the trade statistics of the colonies; for example, Formo.sa’s exports to the Empire are 
regarded as Jajianese imports from Formosa. This introduce.s minor discrepancies in valuation 
and timing, a.s well as small amounts of intercolonial trade. 

•» Import and export values were recorded in gold and silver yen prior to 1888; from 1888 
to 1897 they were in silver yen. Japan adopted the gold standard in October 1897, with the 
yen valued at 11.574074 grains of gold ($0.49845). It fluctuated around this parity in relation 
to gold currencies until 1932, when it depreciated to a level of U.S. 28 to 29 cents. 

The import and export figures used here and elsew'hcre in this study exclude gold and 
silver, “.special" good.s, and exports for ships’ u.se (after 1900). Import values are prices at 
the port of origin before 1899. Thereafter they include cost, insurance, and freight. For the 
earlier years, therefore, about 15% should be added to arrive at c.i.f. value. Export values 
prior to 1904 represent market price at the port of clearance; from 1904 to 1911 they include 
packing charges; after 1911 they are f.o.b. 

Students of Japane.se foreign trade have voiced the opinion that exports have been con- 
sistently undervalued relative to imports. J. Inouye, discussing the matter in Problems of the 
Japanese Exchange, VJlJh-SO,, London, 1931, pp. 205-06, cites an opinion of the Department of 
Finance that e.xports were being undervalued to the extent of 4%. Margaret S. Gordon re- 
views the evidence and concludes that the annual discrepancy was less than 100 million yen 
before 1914, ar;d 100 to 200 million thereafter. E. B. Schumpeter, cd., The Industrialization of 
Japan and Manchukuo, New York, 1940, pp. 912-16. 

e Price indices prior to 1930 are those of the Oriental Economist, op.cit., pp. 699, 701. These 
indices are appropriately constructed; they are aggregates of prices weighted by given-year 
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quantities, the whole period being covered by splicing together three indices separately cal- 
culated for 1873-92, 1893-1903, and 1904-3-1. However, they relate only to articles in trade 
with foreign countries for which quantity data are available — 80 to 90% of such imports and 
exports over the ’entire period. For luck of any im)re inclusive indices, they are used here 
to deflate Japan's total imports and exports, including trade with Korea and Formosa, in 
order to provide quantum indices. This procedure implies, none too accurately, that price 
movements in overseas trade not covered by the Oriental Kconoinist indices- 30% or .so of the 
total in the later yeur.s—werc parallel to those in the trade covered. 

The resulting quantum us well as price indices are extended here from 1930 through 1938 
with price indices and dclluted trade values given by the O.S. Department of State in The 
Place of Foreign Trade in the Japanese Economy^ Washington, 1940, vol. n, tables 16, 24. 


nies, Korea and Formosa, now also began to assume a new im- 
portance, as Japanese business enterprise developed their resources 
and Japanese tariil's reserved their markets for home manufactures. 
After the Armistice came a |>eriod of financial disorder, intensified 
by the great earthquake of 1923. Yet neitlier was more than a 
moderating influence on the continued growth of trade. Tlie tech- 
nical progress of the period ])aved the way for another upward surge 
of commercial expansion when the yen collapsed in 1931. This was 
checked only in the late thirties, and not until widesjiread alarums 
had been spread abroad among Jajian’s industrial eoni])etitors by 
the inroads of her goods in their established markets. 

Actually the trade boom of 1932-37 was only a further intensifica- 
tion of what had been going on for a long time. It differed mainly 
in the facts that (1) Japanese commerce was now a world- wide enter- 
prise, and (2) the dislocation of exchanges, costs, and prices during 
the depression gave the Japanese trade drive a sudden arul con- 
centrated impact, particularly in textile markets, just when un- 
employment was widespread in tlie West. Thougli it now* created new 
political frictions, the trading expansion which began in Meiji times 
had continued steadily ever since, with litlu* abatement. Four limited 
w'ars, the ups and downs of the pi ice level, the earthquake, anil 
other dislocations served only teriqmrarily to deflect the quantum 
indices fi-om their secular ujiward drift. Now growlh was acceleratid ; 
now retarded. Meanwhile the composition of both imports and 
exports underwent radical change. But the underlying forces of 
development, both in tJapaii and in the world economy, steadily ex- 
panded the exchange of goods across Japan’s national frontiers, 
so long as the j)olitical and economic framewoi k within which tho.se 
forces operated remained substantially uninqiaired. The first great 
setback came only w'hen this framework w’as progressively under- 
mined and destroyed by the war preparations and war making of 
Japan and her Axis partners. 

As a second characteristic of this commercial (‘Xjjansion, one 
would expect to find that exports growing at such a rate would 



FOREIGN TRADE AND ECONOMIC GROWTH -I 315 


absorb an increasing share of Japanese national product. Equally 
it is plausible that imports would constitute an increasing share of 
national income. This appears to be borne out by Prof. Yuzo 
Yamada’s estimates of national income, when compared with the 
trade values of Table 2(5. In current yen the ratio of overseas trade 
to the estimated net value of all goods and services produced in 
Japan Proper is given in Table 27. 


Table 27. Overseas Trade of Japan Proper as a Percentage 
of Net National Product {Yamada Estimates) , 1885-1038^ 


ANNUAL 

AVKIIACIE 

NET NATIONAL 

PRODUCT 

(millions of yf.n) 

PERCENT OF 

national PRODUCT 

Exports Imports 

1885-89 

937 

5.9 

6.1 

181)0-94 

1 ,359 

6.3 

. 6-2 

1895-99 

1,962 

8.3 

10.5 

1900 1904 

2,565 

10.7 

12.0 

1905 09 

3,106 

13.2 

16.1 

1010-14 

4,1Q4 

14.8 

15.8 

1915-19 

7,623 

21.8 

18.8 

1920-21. 

12,627 

15.2 

19.3 

1925-29 

13,621 

18.3 

20.9 

1930-84 

12,029 

17.1 

■8.4 

1935-38 

18,377 

20.5 

21.0 


n DhsccI on ovtTSfns trade values of Table 26. National product estimates are from 
Yu/o Yamada, Nihon Kokiimin Shotolw 8uikei Shiryo^ Tokyo, 19.51, pp. 114-17. 
Yaiiiada’s estimates are discussed above, papes 13Vff. 


Reginiiing almost from zero in 1860, both imports and exports 
had reached lO^f of net national product by the turn of the cen- 
tury, if Yanuida’s estimate of the latter is at all close to the mark. 
The next decade raised them to about 15/r, a substantial share. 
Through most of the interwar years the ratios fluctuated between 
15% and 20%. 

Japanese production of goods and services for the domestic 
market thus appears to have grown nearly ns ra])idly in value 
after 1918 as goods exyiorted to foreign and Ernyiire markets. Partly 
this was because of the relative decline in export (especially silk) 
prices from 1925 to 19J1, and the lag in their subsequent recovery. 
At market values the output absorbed at home seems to have about 
kept pace w^ith exports. And at all times it preponderated by a ratio 
of nearly 4:1. However, exports now played a critical role, not only 
in financing needed imports, but in linking fluctuations in Japa- 
nese business activity with those of the outside w’orld. 



S16 FOREIGN TRADE AND ECONOMIC GROWTH-I 


Imports of merchandise appear likewise to have constituted about 
20% of national income from 1912 to 1937. This indicates a fairly 
high degree of dependence in monetary terms, though not an ex- 
ceptional one. It was about comparable with that of the United 
Kingdom, Germany, or Sweden at the time — far above the American 
figure, but well below an extreme case like that of Denmark.* 

Japan’s average propensity to import was now as high as it was 
because of (a) her specialized endowment in skills and resources, 

(b) her easy maritime access to markets and supplies abroad, and 

(c) her advances in productivity and buying power. It would have 
been even higher if per capita income had not still remained low' 
by Western standards; also, if tariffs as well as peculiarities of 
Japanese taste and consumer habits had not operated further to 
limit trade with other countries.® Even so, few nations have become 
more fundamentally dependent on the world market for the es- 
sentials of national existence. Japan’s purchases overseas in the main 
are not marginal items of consumption like coffee, or materials and 
equipment which she can produce herself at only slightly higher 
cost. They are food and industrial supplies vital to the whole struc- 
ture of her living standards, equipment industries, and military 
potential. 

A third characteristic of trade expansion observable in Table 26 
is the rough parallelism between the grow^th of imports and that of 
exports. Until the currency depreciation of 1931 this applies 
broadly to their volume ns w'cll as their value. Such a parallelism 
is to be antici])atcd, especially in value totals. For exports served 
as Japan’s principal means of payment for imports, while imports 
were the chief gain realized from the sale of ex])orts. Fluctuations 
occurred in the trade balance from year to year, of course. They 
were associated w'ith foreign borrow'ings and repayments, colonial 
investment, ship earnings and oth.or service transactions in the 
balance of payments. Especially notable wTre the trade surplus 
created by Japan’s export boom during World War I ; then tlie 

♦ Tse Chun Chang, “International Comparison of Demand for Imports,” The 
Review of Economic Studies, vol, xin (2), no. 34-, 1945-46, p. 64. 

B The average propensity to import may also have been restricted in .Tapan by 
the prevailing inecpiality in the distribution of income; this point is indeterminate. 
Such inequality has had the effect at any time of reducing imports of food and other 
consumer goods. On the other hand, it probably contributed historically to a high 
rate of capital formation which built up national income through industrialization 
and drew large imports from overseas. How a more even distribution of income 
would have affected this process of development is an issue involving many im- 
ponderables, political and economic. Suffice to say that the relationships are fur 
more complex than is implied in the familiar cliche that Japan developed a heavy 
dependence on foreign trade because the buying power of the masses was repressed 
by institutional restraints, and Japanese indu.strialists therefore had to sell their 
goods abroad. 
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large deficits of the postwar years, financed by liquidating the 
credits and gold previously accumulated. For the period as a whole, 
however, Japan’s international payments were overwhelmingly on 
commodity account ; and the commodity accounts were not far from 
balancing. Unlike the great creditor and debtor nations of modern 
times, Japan has promptly collected the proceeds of her exports in 
the form of current imports for the most part. Likewise, she has 
paid for her swelling imports mainly with current exports, many of 
them actually manufactured from these imports. 

If Japanese imports and exports were fairly closely balanced 
through most of the prewar decades, this docs not mean that they 
exchanged on constant, unvarying terms. Despite their near equiv- 
alence in value (especially if exports of shipping services are added 
in) the volume of exports appears to have advanced more persist- 
ently than that of imports after 1914«. The physical growth of 
imports shows some tendency to taper off after 1900, and again 
in the twenties. Exports, in contrast, follow an upward geometric 
progression which is virtually a straight line. In the five-year 
averages of Table 26 the only marked deviations are the hump of 
1915-19 and the slump of 1920-24. From 1910-14 to 1935-38 im- 
ports increased at a geometric rate of 5.2% a year. The figure for 
exports is 6.7 %.® 

This suggests a fourth characteristic of Japan’s prewar trading 
history. There appears to have been some tendency toward a de- 
terioration in the terms of trade. It is true that the Oriental Econo- 
mist price indices employed here arc not very adequate for the 
entire range of overseas (including colonial) trade. (Table 26, 
note c.) Moreover, long-term comparisons of this sort have no clear 
meaning when both imports and exports changed so greatly in char- 
acter from 1885 to 1935. However, the indices, if we take them at 
face value, point to a fairly stable ratio between the general levels 
of import and export prices from 1880 to 1909 (following an 
earlier decline in the ratio, between 1876 and 1880). Thereafter, 
the ratio rises; that is, more exports had to be shipped abroad to 
pay for a given volume of imports. From 1909 to 1918 the import 
price index nearly tripled, while export prices rose only 85%. 
Again, from 1931 to 1936 the former rose 70% and the latter only 
24%. During most of the last thirty years, in other words, Japan 

• The Oriental Economist, The Foreign Trade of Japan: A Statistical Sun^ey, 
Tokyo, pp. 33-39, fits parabolic curves fairly successfully to its quantum 

indices for Japanese trade with foreign countries from 1873 to 1934. A tapering 
off is evident in both imports and exports. When trade with the colonies is added, 
however, and the period extended through 1988, the conclusion hardly applies, 
especially in the case of exports. 
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wa^ exchanging exports for imports on terms which seem to have 
been progressively less favorable. 

whether’ these barter terms of trade, calculated merely from 
prices, have any real significance over a period of years is question- 
able. So great were the technical advances in Japan’s export in- 
dustries that one doubts whether the “real cost” of her imports 
actually increased as the price indices suggest. The contrary is 
more likely. Indeed, one reason w'hy the terms appear to move un- 
favorably was simply the reduction in the unit cost of her exports 
in labor and capital. But certainly a sharp deterioration is evident 
during World War I. It appears again when raw silk prices col- 
lapsed in the Great Depression. The result was to qualify seriously 
the immediate gains in real income which accrued from the indus- 
trial and trading booms of these two j)eriods. It meant that foreign 
buyers of Japanese goods in Asia, the United States, and elsewhere 
shared largely in the consumer benefits from rising technical ef- 
ficiency and continuing low wages in Japan. 

Dynamic Role of Commerce. Examining more closely the role of 
foreign commerce in Ja})anese economic development, one may dis- 
tinguish three levels or types of influence. 

First, the opening of Japan to international trade after 1859 
provided one of the main channels, and a whole new set of stimuli, 
for the introduction of modern science, machine technology, and 
business organization. This was its primary consequence, from 
which all others followed. 

Most important, a swelling stream of imports formed a broad 
highway of learning from the advanced industrial nations of the 
West. Even items of trivial monetary value, like books and scientific 
apparatus could be of the highest strategic importance for the 
process of modernization. Further, the develo]>ment of export 
markets on a large scale had certain catalytic effects. Beside jiaying 
for essential purchases abroad, Japan’s growing export trade stimu- 
lated new investment in productive enterprise. It provided added 
opportunities and incentives for applying the new skills of machine 
manufacture and large-scale organization in industrial life. And it 
concentrated pcojile in urban, industrial employments in and around 
port cities where they were more readily exposed to the new in- 
fluences. Finally, continuing dependence on raw materials from over- 
seas, together with a competitive export business, seems to have 
mitigated the dangers of monopolistic restriction and technical 
stagnation which w-crc latent in the oligarchic business and political 
structure of the country. (Sec above, pages 233-34.) 

The secret of Japan’s rapid economic advance is probably to be 
found in no small degree in the dynamic role thus played by foreign 



FOREIGN TRADE AND ECONOMIC GROWTH — I 319 

trade as a stimulus to change and growth. In this respect her 
poverty in natural resources was an asset, not a liability, so long 
as the world situation permitted her to meet her deficiencies abroad. 
This chapter deals largely with these various aspects of interna- 
tional trade as the activator of change within the Japanese economy. 

The second contribution of foreign trade to Japan’s economic 
development went hand in hand with the first. Access to world 
markets enabled her to use her developing skills and resources to 
build up an economy drawing heavily on overseas supplies of com- 
modities which she could not produce more cheaply herself. These 
she paid for with exports in which she found a competitive advan- 
tage. Her continuing backwardness in certain branches of engineer- 
ing and, even more, her growing deficiency in the raw materials of 
industrialism made this a matter of peculiar importance. For ex- 
ample, her ma jor industr^^ the textile industry, was built on four 
clothing fibers of which only raw silk was produced at home in ap- 
preciable quantities. Similarly, less than 20% of the iron and steel 
materials used in domestic consumption during the interwar years 
came from lier own ore and scrap. The same thing was true of 
many other minerals and tropical products. Even domestic food 
sup])lies fell short of requirements by a growing margin. 

In short, the world economy of 1868-1938 enabled Japan to reap 
the fruits of international specialization on a large and increasing 
scale. Perhaps no other country benefited so greatly from the sys- 
tem of relatively free and multilateral trade which prevailed over 
most of the globe through this period. For her import needs and her 
ex])ort opportunities were confined to no particular region. Tliey 
required a global organization of trading activities combining the 
markets and materials of both Asia and the West. Multilateralism 
added tremendously to the productivity of the new industrial tech- 
nology in Japan, It advanced the whole process of modernization 
and growth far beyond what would otherwise have been possible. 
To appreciate this truth one need only observe how greatly Japan’s 
postwar recovery is complicated, and her future clouded, by the 
spread of bilateralism and trade controls. 

A third consequence of developing overseas trade was the tying 
of the Japanese economy increasingly to fluctuations in world 
prosperity. This was both a stabilizing and an unstabilizing factor. 
On the one hand, economic disturbances originating within tlie coun- 
try tended often to be checked by a counter-balancing response in 
foreign trade. A crop failure at home, for instance, became less 
serious than in Tokugawa times because of ready access to overseas 
rice and wheat. On the other hand, the level of world trading activity 
and prices came to exert a major influence on changes in income, 
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capital formation, and consumer expenditure in Japan. In par- 
ticular, as long as the American market continued to absorb huge 
quantities of silk at remunerative prices, the Japanese economy 
“hung by a silken thread.” When this market was ruined by the 
depression of 1929-t32, and the growing competition of synthetic 
fibers, Japan was plunged into a series of disorders and readjust- 
ments which had repercussions all over the globe. This aspect of 
Japan’s international ties is dealt with only perfunctorily here, 
since full treatment would require a detailed study of her balance of 
payments and monetary history. 

The ultimate consequences for Japan of her entry into the world 
economy ramihed in all directions, of course. Among the Japanese 
themselves entirely new ways of social living developed out of the 
new impulses set in motion. Twice as many people now crowded 
together on the home islands than had lived there in previous history. 
A quarter of them lived in cities of over 100,000. Commercial ex- 
pansion raised the merchant class to a new position of power in 
Japanese society. 'I’his brought a new alignment of class interests 
and political forces. Abroad, too, Japan’s outlook was decisive- 
ly affected by the network of economic cooperation and conflict 
which now characterized her status as an industrial world power. 
These broad political and social repercussions, however, must like- 
wise be regarded as largely outside the bounds of this study. 

Trade as a Highway of Learning 

The Meiji Renovation, as Sir George Sansom observes, w^as in 
a real sense “an explosion from within.” But w’hafc made it a revolu- 
tionary movement in technology and economic organization was 
the whole set of new stimuli which flowed in over the highways of 
communication now opened to the West. Commodore Matthew C. 
Perry stands as a figure of great symbolic significance in Japan, 
far more than among his own people. 

International trade has served in modern times as the bearer of 
the Industrial Revolution around the world. This is indeed its 
classic role. There is no Western nation that does riot owe much 
to borrowings of techiiology from the outside, made possible through 
the opportunities and contacts of commerce. Thus the Italian cities 
which led the Renaissance drew heavily on Byzantine and Arab 
culture imbibed through the Tyrrhenian trade. England assumed 
the industrial leadership of eighteenth century Europe only with 
the aid of skills first acquired from Flemish weavers, German metal- 
lurgists, and French machine-tool designers. In the nineteenth cen- 
tury she in turn exported the new technology of steam and steel and 
joint-stock finance to remake the Western world. The Far East 
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in more recent times has provided still further examples. Japan in 
particular has occupied a dual position, first as the borrower of the 
industrial arts from the West, and more recently as the transmitter 
to her neighbors. 

Catalytic Role of Imports. This process of learning did not begin 
in Japan with the Meiji Restoration. Despite the rigid seclusion 
enforced by the Tokugawa regime after lfi39, the Japanese had 
retained a peephole on the outside world through the trade and 
residence of the Dutch at Deshima. Many an enterprising daimydj 
samuraij and merchant had gone to school with the Dutch, display- 
ing long before Perry the traditional eagerness of this island people 
for practical arts from abroad. Already, for instance, Matsudaira 
Yoshinaga, the adopted son of the daiviyo of Echizen, had intro- 
duced into Fukui a gun factory, a cannon foundry, a powder mill, 
language study, vaccination, even a medical school. Despite the 
watchful eye of Edo, the feudal lord of Satsuma had even .smuggled 
twenty-seven young men off to Europe, some of them later to be- 
come high officials of the Meiji regime. Such contacts were cramped 
and confined at best, however, until the conclusion of the new 
treaties with the Western ^ow'ers in 1858. They are interesting 
chiefly as they testify to the discernment of a few restless spirits 
wlio sensed that Tokugawa Japan had rca.'hed an economic and 
political impasse from which it could be rescued only b}’ the new 
learning. With the opening of Japanese ports to overseas trade these 
sentiments broadened into a national movement. 

Western manufactures now began to be imported in a swelling 
stream. Japanese silk and tea .soon found a growing market in 
Europe and America. Hundreds of foreigners came to Japan — as 
technical experts hired by the new^ government, as foreign traders, 
as missionaries and educators. A Japanese artist, first employed by 
the Mitsuis to paint a portrait of Perry, w^as later dispatched to 
study ships and machinery abroad. Others followed by the score, 
either ns individuals or on government missions. They studied 
British textiles and metallurgy, American railw^ays, French law, 
German military science. A Japanese Minister attended the World’s 
Fair in Vienna “to expose the native works of the Em])ire.” The 
Great Northern commenced to lay the first cable to Shanghai and 
Vladivostok in 1871; in 1874 Japan signed the Universal Postal 
Convention; in the following year Mitsubishi interests opened the 
first packet service to China; in 1880 the Yokohama Specie Bank 
was founded to finance foreign trade. 

All such channels and opportunities of contact were eagerly ex- 
ploited save one. Aware of political events elsewhere in Asia, the 
early Meiji leaders frowned on direct foreign investment in Japa- 
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ncse mining, industry, or agriculture. Even a German farmer who 
had established a model farm in Hokkaido at the invitation of the 
Shogunate was immediately bought out by the new regime.^ For- 
eigners were restricted by law from owning land or operating mines. 
Although this did not bar them from participating in Japanese 
companies so engaged, sucli investments appeared none too secure 
under Japanese law. 

There were other deterrents to Western business enterprise in 
Meiji Japan, of course. No great extractive industries could be 
developed to serve Western markets, as in the case of Indian tea, 
Sumatran rubber, Argentine beef, or Rhodesian copper. (Insofar 
as Japan’s poverty in natural resources reduced the threat of West- 
ern imperialism, it was not an unqualified liability!) Western entry 
into Japanese industry was likewise handicapped by cultural dis- 
tance — differences in language, consumer habits, law, and adminis- 
tration. Before 1897 foreign capital was also discouraged by 
currency instability as Japan passed through her experiments with 
paper, bimetallism, and silver. Such deterrents existed in China and 
India as well. But in Japan there was no regime of Western political 
control, or of settlements and concessions, to lessen their effect. And 
the official policy of the government was virtually to exclude foreign 
business investment, except in trading activity. It only modified this 
policy aftci it felt itself to be securely on its feet and abolished the 
regime of extraterritoriality in 1899. 

After the turn of the century the suspicion of foreign business 
enterprise was relaxed. In fact, the new gold standard was adopted 
partly to attract Western capital. The Japanese borrowed heavily 
abroad during the next decade, and again on a more modest scale 
in the twenties. Mostly, it is true, this took the form of selling na- 
tional and local bond issues in Western money markets, and sec- 
ondarily the debentures of semiofficial companies and electric utili- 
ties. (Chapter 5.) In addition, however, small amounts of foreign 
equity investment found their way into the equipment industries. 
Here they played a strategic role in technological borrowing out of 
all importance to their size. For example, the General Electric Com- 
pany acquired an interest in the Tokyo Electric Light Company in 
1905. Through this connection the latter introduced the Mazda 
lamp in Japan. Armstrong-Vickers, a British concern, put up 45% 
of the capital of Nippon Seiko (Japan Steel), which was pioneer- 
ing new metallurgical processes. Later, in the twenties, numerous 
foreign manufacturing concerns, most of them American, estab- 
lished branch plants in Japan. Or they acquired minority interests 
’ J. J. Rein, The Industrie* of Japan, New York, 1899, p. 20. 
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in Japanese firms through the offer of patent rights, equipment, or 
engineering skills. They went into the manufacture and distribu- 
tion of electrical goods (Siemens, General Electric, Westinghouse), 
automobiles (Ford, General Motors), and other products like glass, 
aluminum, petroleum, sewing machines, film, and phonographs. 

Even so, the scale of this participation was decidedly limited when 
one considers the whole array of Japanese banking, manufacturing, 
mining, and public utility enterprise. Total foreign business in- 
vestment in Japan has been estimated at only 70 million yen in 
1913, and no more tlian 200 million yen in 1933. (Above, pages 
258-60.) Quantitatively it was negligible. Except in the handling 
and financing of overseas trade in the early decades, one cannot fail 
to be impressed with the meager contribution of foreign business 
enter})rise in Japan to the industrialization process. It was con- 
fined largely to certain equipment industries, and even here tlie 
resources of the great combines together with the pervasive influence 
of tlic government often made it difficult for the foreign businessman 
to operate effectively. Foreign entrepreneurship was far less sig- 
nificant than in the industrial development of France, of Argentina, 
of many countries of the West. Still more striking is the contrast 
with colonial regions like the Philippines or India; or with China, 
where modern industrial enterprise was so laigely concentrated in 
the foreign settlements and concessions under Western and J >panc$e 
management. 

This contrast between Japan and the rest of Asia only under- 
lines the feat of borrowing on which the Japanese embarked in 
1868. As once before, when they imported the arts and institutions 
of T’ang China beginning in the seventh century, the process was 
selective in its purpose and uneven in its tempo and effect. Much 
was modified ; much rejected altogether. But in the industrial arts 
it was a genuine commitment to learning. The boy Emperor bespoke 
high policy in 1868, and not ceremonial verbiage, when on as- 
suming the throne he was made to proclaim that “intellect and 
learning should be sought for throughout the world, in order to 
establish the foundations of the Empire.” One historian describes 
the Japanese temper of the time as “a craze for Occidental civiliza- 
tion . . . almost a pathological phenomenon.”" If pathological, it 
had its roots deep in national tradition. And it was nourished by 
dreams of power and material well-being, as well as sober realiza- 
tion that only through modernization could Japan hope to preserve 
her independence in the world into which she had suddenly emerged. 

The goods which now began to arrive in Western ships were 
many of them less important for their own utility than for the 

B Cliitoshi Yuimga, Japan since Perry, New York, 1949, p. 129. 
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demands they stimulated and the technical knowledge they con- 
veyed. Tliere is something symbolic in the copy of Webster's Dic- 
tionary brouglit home from the United States in 1860 by a young 
Japanese, Fukuzawa Yukichi. Beginning his career with the study 
of English, he went on to found Keio University and to become 
one of the leaders in the Enlightenment. Similarly, imports of 
English cotton fabrics and engine boilers had a catalytic effect far 
beyond their intrinsic value. Whereas the Dutch at Deshima had 
imported mainly handicraft goods and tropical produce from Asia — 
silks and sandalwood, spices, drugs, and hides — Japanese purchases 
now turned toward the machine manufactures of the West. In 1876 
Europe and the United States supplied over 70% of Japan’s 30 
million yen of imports; Britain alone furnished 30%. Half of the 
total was made up of cotton and woolen goods. Much of the re- 
mainder was virtually a sample list of Western factory goods — pig 
iron, nails, pipes and wire, kerosene, refined sugar, arms and am- 
munition, books, dyes, slioes, clocks and scientific instruments, etc. 

These cargoes were made up of things, but they were also trans- 
mitters of ideas. Some were products better suited to satisfy 
long-standing needs. Clieap cotton goods woven from macliine-spun 
yarns, for example, soon proved themselves superior to native 
hempen clotli. Fine goods from Lancashire astonished the Japanese 
no less than calicoes and muslins from India had delighted the 
Englisli two centuries before. Here, as around the world, machine- 
made textiles made their way steadily against handicraft products, 
first in the case of yarns and later in that of woven goods.*' 

Otlier imports served entirely new requirements. Modern office 
buildings and factories could not be built of wood and paper; they 
called for glass, cement, and steel — acquired through bringing in 
either tlie products tliemselves or the method of producing them. 
Some of the least valuable imports w^ere the most strategic. Foreign 
flour and sugar might improve upper-class diets. Foreign rice 
might even relieve a cro]) famine, as for the first time in 1870. Kero- 
sene lamps might lengthen the day by several hours. But a few 
steam engines served to unlock for Japan the secret of great con- 
centrations of mechanical power independent of climate and terrain. 

••The followinjf sUiry is told of the lord of Satsuma: “One day Nariakira asked 
his immediate councillors: ‘Of all thinj^s western what do you dread most?’ They 
all replied by referring t<> cannons and warships. Nariakira shook his head and said: 
‘No. It is cotton cloth. Unless we bcfrin preparinfi; n»)w, wc shall soon be all 
dependent on westerners for our clothings.’ ” (Shigeto Tsuru, Developwant of 
Capitalism and Business Cycles in Japan^ unpublished ms, Harvard University, 
Widener Library.) In actuality Japan did in time become almo.st wholly dependent 
on clothing fibers from overseas, but not piece goods. By 1930, 95% of the textile 
raw materials consumed by the nation consisted of imported cotton, wool, and rayon 
pulp. Sec below, Table 33. 
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Together with domestic coal, fortunately present in abundance, 
they made it possible to move steadily from the spinning wheel to 
the automatic ring spindle, from the cart to the railway, from the 
blacksmith’s forge to the rolling mill. And how estimate the sig- 
nificance for industrialization of precision instruments like the 
clock and the lathe? So, too, with imports of machinery for print- 
ing books and newspapers; of steel plate and artillery weapons; of 
new seeds and insecticides; of the marine turbine, the dry cell, the 
gas engine. Annual imports of machinery, instruments, and vehicles 
amounted in value to only 6 million yen in 1889-93. They were only 
39 million yen in 1909-13, and 120 million yen in 1929-33. In 
none of these periods did they reach even 10% of Japan’s total 
imports. Yet this gives no measure of the transformation they 
wrought.^" 

In the early years factory goods from overseas caused some dis- 
placement of domestic handicrafts, especially textiles. Cofton cloth 
and yarn made up a third of total imports during the first Meiji 
decade. Here, as elsewhere, these machine-made goods rapidly in- 
vaded the traditional market for homspun yarn and hand-woven 
fabrics. Imported sugar, indigo, and raw cotton likewise came in to 
replace native production in increasing degree. In certain localities 
severe hardships were worked on peasant families and artisans de- 
pendent on these ancient trades. 

On the w'liole, however, the destructive impact of imported foreign 
manufactures on the traditional handicrafts seems to have been 
neither very pronounced, nor very widespread. It was slight by 
comparison with the inroads made in later years hy Japan’s own 
devcl()j)ing factory industries. Consumer tastes in Japan and the 
West were quite different in the main; markets were still localized; 
and most Western manufactures were well beyond the buying power 
of the masses. More severe at the time were the economic disloca- 
tions resulting from the breakup of the old political regime. When 

'0 Durinjj; the ninotrciiUi century the IhiiUnl Kingdom supplied the Imlk of this 
equipment. With the turn of the century she was joined by Clermany and the 
United States. After W^irld War i the ITnited States became the principal su]iplier 
of niRchinerv as well ns automotive equipment. The totals are ns follf>ws: 


Annual 

Average 

Total 

A ttfoit and 

Marhinfrt/ Parti 

( millions of yen ) 

In.itrumrntx, Tonh, Ships, 
Firearms, Watches, and Clocks 

1889-93 


2.8 

— 

2.9 

1909-13 

38.8 

2(j.l 

0.5 

12.2 

1929-.T1 

120..5 

78.2 

20.0 

22.3 


This comprises Group xvi of the official import classification, with the addition of 
office machines, tools, and ball beuriiif^s from Group xv. “Machinery” includes loco- 
mntive.s, engines, motors, dynamos, etc. 
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the flow of feudal revenues from the countryside to the town aristo- 
crats was terminated, this cut away the livelihood of many a trades- 
man and artisan. The swordmakers and armorsmiths of Kyoto, for 
example, had to turn to other copper and iron wares. Other dis- 
turbances accompanied the drain of specie abroad, which compli- 
cated the already tangled finances of the Bakufu and later added 
to the monetary problems of the new government. 

Soon new small industries sprang up on every side to copy foreign 
goods — soap, matches, shoes, umbrellas, and the like. “The foreign 
mania raged everywhere,” says an official report, “and everything 
was manufactured in imitation of foreign articles.” Many were es- 
sentially handicraft industries, some providing new occupations for 
declassed samurai. Here what counted was not any massive change 
in production technique, but the spread of minor improvements like 
the steel cutting tool, the thermometer, a new chemical pigment, 
or the small steam engine and water wheel. 

Other new ventures were larger in scale and more ambitious from 
the start. As we have seen, the government actively fostered such 
developments, furnishing capital, foreign experts, and technical 
schools, and generally pioneering the Western-style factories. It 
established the model silk filature at Tomioka; it bought 20,000 
spindles from England to introduce machine spinning; it started 
up the production of cement, glass, and foreign paper ; it developed 
new mines and shipyards ; it encouraged plants which syjrnng up to 
manufacture sugar, tobacco products, beer, paint, machinery, 
matches, and artificial fertilizer. Significantly the first government 
bonds issued for public sale, in 1878, were to finance new indus- 
trial enterprise. 

Thus imports from the factories of Europe and the United 
States, while displacing certain older trades, introduced novel wants 
and techniques which in time built new industries. Industrialization 
was further assisted by continued purchase from abroad of those 
materials and types of equipment which were necessary to the opera- 
tion of such industries but still beyond Japan’s technical capacities. 
The expansive effects of manufactured imports far exceeded their 
competitive displacement, if we look at Japanese industry as a 
whole. 

This expansive stimulus is especially noteworthy in view of the 
lack of tariff protection throughout the Mei ji era. Until 1899 
Japan’s import tariff was limited to 5% by treaties with the Western 
powers. Only thereafter was it raised selectively on numerous prod- 
ucts. Even then the metallurgical and military industries continued 
to rely heavily on government buying and other types of official 
patronage. On the other hand, the new cotton industry displayed 
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very early the ability to stand on its own feet. Especially where 
coarse, low-quality goods were concerned, it quickly won a com- 
petitive position. Already by 1885 more cotton cloth was being 
produced than imported. With factory techniques already highly 
elaborated, and readily assimilable, the cotton industry was estab- 
lished far more readily in Japan than in England, even though 
the early British manufacturers were given a virtual monopoly of 
the home market by an embargo placed on imports of printed cot- 
tons from the East after 1700.“ Numerous other, smaller Japanese 
industries likewise demonstrated a marked resilience in the face of 
foreign competition, especially where they were able to make simple 
improvements in equipment and marketing organization. Cheap 
skilled labor, together with the individuality and variety of domestic 
consumer tastes, enabled them to survive and even expand, just as 
many German handicrafts were able to withstand the competition 
of machine-made goods well into the nineteenth century. 

One reason for the speed with which Japan turned to capitalistic 
techniques was the fact that modern devices for transport could be 
imported almost immediately along with machinery and large-scale 
methods for factory production. Earlier, in England, France, and 
the United States, the Industrial Revolution had to pass through 
two stages of transport. The first was the er/i of roads and canals ; 
the second tlie era of railway and steamship. This delayed its start 
and protracted its advance. The turnpikes and canals built be- 
tween 1750 and 1850 were a great improvement in themselves, serv- 
ing to extend the market in a manner essential to the rise of the 
factory system. But they were as nothing compared with the widen- 
ing of horizons and the cheapening of freight costs which followed 
from tlie introduction of the steam engine, the screw propeller, and 
the iron rail. 

The Japan of 1808 was a society in which wheeled vehicles of any 
descrijition were uncommon. It was not even in the “horse and 
buggy” stage. Even the lowdy ricksha was a significant innovation 
of the first fe\r years. Yet in a generation or two the Japanese were 

o The difference is illustrated by a passage from an English Parliampntnry IJi»iory 
of the time, t|iii)ted by Paul Mantoux: “As the law now stands, no printed cotton, 
other than the manufacture of Britain, can be worn in this Kingdom. The wear of 
all others is forbidden by ]>ositive statute. The cotton therefore enjoys a monopoly 
over the whole island; the law admits no rival to it.'’ The Industrial Revolution- 
in the Eighteenth Century, New York, 1928, p. 262. Some smuggling of Indian 
]>rints seems ncveTthelcss to have continued through the eighteenth century in re- 
sponse to the insistent demand. G. Von Sehulae-Gaevernitr. describes the founding 
of a “Pavriotic Society" in Edinburgh in 1775, with the purpose of urging men to 
boycott ladies so depraved as to wear cottons from India. The Cotton Trade in 
England and on the Continent, FiOndon, 1895, p. 21. Japanese protectionism never 
reached such patriotic heights. 
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able to reorganize much of tlieir life on an entirely new framework 
of mobility provided by a national network of railways and steam 
shipping. This in turn was linked with the outside world by means 
of ocean fleets which afforded the inestimable asset of cheap water 
transport directly to and from Japan’s tidewater industrial centers. 
Machine technology thus came in to provide the tools for rapid 
unifleation of the home market and its ready extension abroad. This 
mobility created great cities at the nodes and terminals of com- 
merce. It knit the country together in a complex web of specializa- 
tion and exchange. 

Absorption of Western Technology. In stressing the catalytic 
effect of imports of goods, we attribute perhaps too much impor- 
tance to inanimate things as carriers of ideas, as compared with 
influences of a more personal character. The various types of cul- 
tural contact between Japan and the West were not separable. They 
were woven together in a complex pattern of assimilation. 

Foreign travel and study by Japanese nationals certainly played 
a major role. Here, as in technical education generally, the govern- 
ment took an active hand. In a day when technical aid to unde- 
veloped countries has become a subject for concerted international 
action, it is w^ell also to recall the contribution of the Western ex- 
pert and educator in Meiji Japan. Basil Hall Chamberlain calls 
them “the creator of the New Japan.” This is a gross exaggeration. 
But already by 1876, according to Griffis, some 400 foreigners had 
been engaged in government service. British technicians built pilot 
factories and trained the Navy. German advisers helped to draft 
the Constitution and staffed the new medical schools. A French jurist 
was responsible for the criminal code. Americans took a hand in 
everything from agricultural science to seismology. Particularly 
in tlie frontier settlement of Hokkaido, experts and teachers from 
the United States, led by a former U.S. Commissioner of Agricul- 
ture, left an imprint visible even today. Early imports of Western 
manufactures into Japan were in part simply the tools and ma- 
terials of tliis educational process, as for example when an American 
geologist, Raphael Pumpelly, introduced the use of explosives in 
a northern lead mine. 

Much recent experience in other countries shows that it is not 
enough to land machinery and equipment at the ports of preindus- 
trial countries, even if political conditions arc favorable for their 
use. Without extensive technical advice sucli as the Japanese se- 
cured in one way or another, these cargoes may easily rust away like 
so much junk. The unusual feature of Japan’s experience was not 
her failure to draw heavily on such assistance, but the speed with 
which she was able to dispense with it over wide areas of technology. 
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Not unrepresentative was the case of shipping. When Japan’s 
premier shipping company, tlie Nippon Yusen Kaisha, was or- 
ganized in 1884, it employed 174 foreigners in operating its modest 
fleet of 74 steamers aggregating 60,000 tons. During the Sino- 
Japanesc War tlie number of foreign officers rose to 224. There- 
after it declined, as the Jayianese themselves learned the science and 
business of navigation. By 1920 not a single foreign officer was 
employed on a Japanese vessel. 

Nor should the historical role of the Western trader be overlooked. 
It was the foreign merchant who pioneered the early overseas trade 
of modern Japan, just as foreign banks provided much of the 
financing, and foreign shipping lines carried most of the cargoes 
down to the eve of World War I. As late as 1885 only 9% of Japan’s 
export trade was in Japanese hands. Even that was largely trade 
with China and Korea. British firms predominated until after the 
turn of the century. Thereafter Americans took over a larger pro- 
portion of the dwindling share still handled by foreign trading 
houses. As the Japanese gained in knowledge of Western markets 
and in the skills of large-scale trading and finance they steadily 
replaced tlie foreigner. By 1913 the bulk of overseas commerce was 
handled by Japanese firms, and half of it already moved in Japa- 
nese ships. 

The import-export merchant is sometimes regarded as a rather 
passive link in the international exchange of goods, placing and 
filling orders which come his way. As the airplane and telecommuni- 
cations have multiplied direct and speedy contacts between buyers 
and sellers this has become more largely true. But in times reaching 
back to the Hansards and Ixifore, and in new' and unfamiliar 
markets even in modern days, the successful merchant has played 
a more positive and dynamic role. 

Consider, for example, the trading firm of Frazar and Company, 
w'hich has carried on a business for three generations in the Far 
East.^" Capt. George Frazar, a New England Yankee, took his 
first shi]) from Boston to Canton in 1834, buying silk and tea in ex- 
change for New^ England manufactures. His son, Everett Frazar, 
set up business in Shanghai in 18»56, and later founded Frazar and 
Company, Yokohama. There the firm traded continuously from 
1867 to 1941, first under Everett and later under his son, Everett 
Welles. 

Frazar and Company (Sale and Frazar from 1902 to 1927) 
introduced a series of products into Japan which reads like a 
roster of American engineering achievements during the period. In 
1887 it sold the Japanese their first electric light plant, a 100-h.p. 

“Yankee Traders,” Fortune, November 1945, pp. 132fr. 
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affair made by Thomas A. Edison and installed in the Imperial 
Palace. In 1891 it supplied Tokyo’s first streetcars; later the first 
phonograph. Long the agent for Baldwin locomotives, E. W. Frazar 
met a rush order for 100 British-type locomotives to be used in 
Manchuria during the Russo-Japanese War, completing delivery 
in the record time of six months. He was given the Ford agency for 
Japan in 1909. To encourage business, he established a taxi com- 
pany as well as a drivers’ school. The school furnished a driver with 
each car. In 1912 he arranged for the first demonstration of a 
Curtiss flying boat for the Navy, and sold the plane with which 
Japanese naval aviation was begun. About the same time he be- 
came interested in possibilities of fish canning in Japan. This led 
to the development of the salmon-canning industry, which for years 
gave the firm a prosperous business in importing tin plate and can- 
ning equipment and exporting tinned goods to Europe and the 
United States. In one line after another, business died away as 
American manufacturers went into direct distribution, or the Japa- 
nese learned to copy the product and supply their own needs. Suc- 
cess therefore called for initiative and imagination, and a high de- 
gree of flexibility in seeking out new opportunities. 

Fortunately for Japan this was an era in which machinery and 
technique were made available freely by the advanced industrial 
nations. The old embargoes once maintained by the town guilds and 
nation-states of Europe had long since been swept away by the 
new principles of liberal commercial policy. The triumph of Cob- 
denism in England, for example, was signalized in 1843 by the 
removal of the last vestiges of restraint upon exports of British 
machinery. Anyone who could make use of the secrets of Man- 
chester or Bridgeport or Lyons was free to acquire them. All he 
needed w'as the means to pay or the credit to borrow. Indeed they 
might be thrust upon him by aggressive salesmen reaching out for 
new markets. The chief political and legal restrictions w'crc those 
surrounding certain military secrets, and those embodied in inter- 
national patent and copyright conventions which Japan first signed 
in 1899. That the latter imposed no effective obstacle to Japanese 
copying of foreign designs was a constant complaint of manu- 
facturers abroad.’® 

Thus the Japanese could tap the most advanced technology of 
the West wherever it might serve their needs. Within the limits 

IS The change in }»ostwar international policy and practice, even on the part of 
the nation most resistant to State control, is illustrated by Japan's own postwar 
experience in placing equipment orders in the United Stales. Orders for $25 million 
of steel-making and -finishing equipment to modernize the .Tapane.se industry were 
held up in 1952 until given an official priority by U.S. government control agencies. 
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of their buying power they could import capital, producer goods, 
and technical services in whatever combination they saw fit. Among 
the Western nations business came first. Any misgiving as to the 
ultimate repercussions on established industries or national interests 
of building up Japan was overridden in any case by the principle 
of common interest in world economic development. 

Not until after 1937, when the renewed aggression of the Japa- 
nese Army in China began clearly to threaten the whole structure 
of peace in the Far East, was this attitude substantially modified. 
Even then, despite the dependence of Japan’s war machine on equip- 
ment and materials supplied by the West, hopes of political ap- 
peasement and a laissez-faire tradition served to confine America 
and Britain largely to ineffectual measures of moral pressure and 
unofficial boycott, until their own armament demands began in 1940 
to absorb all available output. Japan thus entered tlie war with an 
aircraft industry 50% equipped with foreign-built tools, and staffed 
with technicians trained in American plants and engineering schools. 
It was the plancKS produced by this industry wliich first laid waste 
to China, and later killed American fighting men by the thousand.'^ 

This laissez-faire philosophy seems anachronistic today, as the 
forces set loose in the world, so stimulated by Japanese militarism 
itself, have returned us to the bitter divisions, allianees, and mer- 
cantilistic practices of the seventeenth century. Even during the 
prewar decade it was clearly in disregard of the interests of the 
Western democracies and the peoples of the Far East, including 
the Japanese themselves. It must be recognized, however, as an 
essential feature of that century in world affairs which, w'hile it 
culminated in two destructive world wars, also produced a most 
extraordinary unfolding of productive powers around the globe. 

The sequence of steps in Japan’s technological borrowing and 
assimilation after 1868 was what one would expect. As regards ma- 
terial things, there was first the imported product; then the copy, 
usually inferior in quality; then the slow improvement which came 
with experience. Meanwhile imports were apt to shift to finer grades 

14 The U.S. Strategic Bombinp Survey offers this rueful comment: “For assistance 
other than financial, the Japanese aircraft industry owed more to the United States 
than it did t<» its own ^^overnment. It is sad, but true, that United States fighter 
and bomber i>ilols fought against aircraft whose origins could be traced back to 
United States drafting boards. Many Jap engines and propellers came from Ameri- 
can dc.signs which had been sold under license in prewar years. Many top Jap 
aeronautical engineers could claim degrees from Massachusetts Institute of Tech- 
nology, Stanford, and California Tech. Their best production men had served ap- 
prcntice.ships with Curtis, Douglas, Boeing, or I.ockheed. Here and there, war-time 
German influence was evident, especially in the jet- and rocket-powered types that 
never became operational, but it can be fairly stated that the Jiip fought the war 
with aircraft on which the strongest influences in design were American.*’ The 
Japanese Aircraft Industry ^ Washington, 1947, p. 4. 
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and specialties, or perhaps to be replaced entirely. The Japanese 
imitation, whether a fabric or a tool or a chemical, tended often to 
be shoddy. Usually, too, it was made with great waste of labor, 
judged by Western standards. Sometimes this reflected ineptness 
and inexperience, or, in the case of something like the automobile, 
the lack of a market sufficiently large to support an industry 
requiring massive investment. 

Often, however, what the Westerner judged inferior was eco- 
nomically efficient, in that it represented an adaptation to Japanese 
conditions. Such conditions included a perennial shortage of capital 
and advanced managerial skills; also a level of buying power both 
at home and in neighboring Far Eastern markets which put prod- 
ucts of Western quality quite beyond the reach of the people. This 
sometimes led, for example, to the use of materials which would be 
rejected as worthless in the West, as in the weaving of blankets out 
of old rags. Technical progress tended naturally to follow the line 
of least resistance. It adapted itself to the nature of the market, the 
level of skills, and available resources. 

Many stories liave b(‘cn told of blind imitation by the Japanese 
— from the factory witli the sawtooth roof facing the wrong way 
for the light, to the tailor who copied the Western suit of clothes 
even to the patch on the pants. They recall the older tale that 
even Hideyoshi wore a rosary and a crucifix in the fashion of his 
times. At the other extreme is the brilliant success of the Toyoda 
automatic loom. In 1929 rights to the manufacture and European 
sale of this Japanese loom were acquired by Platt Brothers, of 
Oldham, England. Japanese experts were dispatclied to instruct the 
Platt engineers in its construction. Here the Industrial Revolution 
came full circle. For i?i cotton textiles it began with the tastes de- 
veloped in England by the purchase of muslins and prints from 
India. I'lien came the rise of Lancashire to world Y)reemincnce in 
the century after 1750; its subsequent displacement in Asiatic 
markets by indigenous factory ])roducts manufactured with British 
machinery; and now the invasion of Western markets by Jaj)anese 
cotton goods and even textile machinerv. 

The Toyoda loom was exceptional, of course. And even this 
achievement depended on machine-making tools and materials from 
abroad. More revealing over a broad field was the pitting of Japa- 
nese and American technologies against each other in the Pacific 
war. Japanese equipment often showed itself ingeniously adapted to 
the requirements of jungle warfare. Certain items like the Zero 
fighter plane were highly creditable engineering achievements. Yet 
in aircraft, as noted above, Japan entered the war witli machinery 
and experience largely acquired directly from abroad in the preced- 
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ing years. Even then she was one and a half to two years behind 
otlicr countries in aeronautical research, and another year behind 
in its application on the production line.^* 

In other advanced engineering sciences, also, Japan still had 
much to learn. For example, her electrical industry produced ex- 
cellent equipment for power generation and industrial machinery, 
but was backw^ard in radio and radar. In general her machine-tool 
industry was unable to compete in products of high quality and 
specialized design. Right up to the w'ar high-class precision tools 
Iiad to be bought from foreign toolmakers. It is significant that the 
boom in the Japanese machinery and equipment industries during 
the thirties also brought a boom in machinery imports, until they 
were closed off by hostilities. Domestic output now provided a wide 
range of staple, standard types, and far exceeded imports in gross 
value. But the latter still supplied a critical technological deficit 
which w’as particularly important in the equipment industries 
themselves. 

Japan’s war performance w'as impressive enough, as it was. She 
lost the struggle less from engineering backwardness than because 
of the limited scale of her material resources. (One reinforced the 
other, of course.) Nevertheless, the war again confirmed her techno- 
logical lag behind the West, even in armaments, which had long 
been given top priority. Elsewhere in the equipment industries 
the gay) w'as often still wider. Thus the need for borrowing did 
not cease in 1913 or 1930. It has been a continuous feature of mod- 
ern Jaymn in her relations with the advanced industrial nations. In 
1950 one of Jayjan’s most serious ywstwar problems was the wide- 
spread obsolescence of her industrial plant resulting in y)art from 
her ten years’ isolation from the drafting rooms and laboratories of 
the West. 

For this reason Jayian’s economic contacts with Europe and 
the United States have been much more vital to her industrializa- 
tion than the trade values alone w^ould suggest. Without continued 
access to tlie yiools of science and engineering concentrated in the 
West tier trade with Asia could never have reached large proy)or- 
tions. Indeed her whole industrial develoymient would have lan- 
guished, if it had ever gotten under way at all. 

•From tlie standpoint of her Western competitors, on the other 
hand, the record shows that their high wage levels and marketing 
costs continued to be offset in many lines by superior efficiency in 
labor, equipment, and business enterprise. Japan gained on the 
W^est, as the borrowing and absorption of technical skills narrowed 
comy>ctitivc differences in manufacturing costs. But she continued 
p. 90. 
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to offer a profitable market for industrial equipment, and of course 
a much larger, steadily growing market for industrial materials 
of all sorts. The Japanese case supplies no conclusive answer to the 
question whether, on economic grounds alone, the dispersion of 
industrial techniques around the world serves to reduce or increase 
the importance of international trade in relation to total world 
production. 

The Growth of Exports. One familiar contribution of interna- 
tional trade to economic development is thus dramatically illus- 
trated in the case of Japan. It afforded a ready avenue for the 
introduction of new wants and new techniques from the advanced 
industrial nations of the West. All newly developing countries have 
borrowed heavily in this fashion, and Japan differs from others 
mainly in the speed and scale of her assimilation. 

More positively, foreign trade may serve also to activate techno- 
logical change. For growing exports may generate new income and 
employment, and stimulate the application of modern science, ma- 
chinery, and administrative skills in the industries affected. Such 
innovations in traditional ways of doing things require not only 
knowledge of new methods, but also the impulse to change. The 
stimulus must be strong enough to break the cake of custom and to 
induce individuals in considerable numbers to venture into new and 
untried activities. In Meiji Japan this impulse drew its strength 
from various sources, both economic and political. Indeed, it was 
gathering strength long before the arrival of Perry. A fresh in- 
centive was added after 1858, however, in the profitable opportuni- 
ties which soon developed for the export of Japanese goods to foreign 
markets. To seize and develop these opportunities required the 
modernization of transport, finance, and jnarketing organization, 
as well as production methods within Japan. Since exports were es- 
sential to finance the imports required for national defense and 
development, the fostering of these changes became an important 
object of State policy and received strong encouragement from the 
government. 

Earlier, in Chapter 4*, the growth of market demand and techno- 
logical change in Japan were discussed in relation to each other. The 
distinguishing feature of modern capitalism is production for the 
market. Only as a large and steady outlet can be developed for manu- 
factures of more or less standardized design does it become eco- 
nomical to concentrate production in large establishments, to 
introduce machinery, and otherwise to apply capitalistic methods. 

Export markets offer no peculiar advantage in this respect, ex- 
cept perhaps as competition abroad may be more severe than at 
home, leading to improved methods and lowered costs. As a matter 
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of fact, they are likely to be attended with added risks and dif- 
ficulties. Usually profit expectations must be especially high in order 
to attract investment. The two premier industrial powers of the 
modern world — ^the United States and the Soviet Union — have de- 
veloped great industries with only slight dependence on markets 
outside their territorial frontiers. Where a country is small, how- 
ever, or too poor to afford a market large enough to support an 
industry at optimum size, the stimulus to technical progress coming 
from expansion abroad may play an important role. And even 
where the internal market is potentially large, the successful culti- 
vation of an export trade may hasten its development. It will pay 
for needed imports, and help to foster the accumulation of capital 
and technical skills. 

Tlie direct effect of a developing foreign market on industrial 
technology depends u])on tlie size and character of the foreign de- 
mand, as well as the economic setting and technical characteristics 
of tlie industry itself. No simple generalization will hold true. For 
example, the world demand for French luxury wares which embody 
the traditions of fine workmanship long prized by the French them- 
selves has tended to preserve ^the handicraft techniques and small- 
scale organization of large sectors of their industry. Similarly, in 
the modern Far East the opening up of world trading contacts 
through improved transport and marketing systems has created a 
large export trade in jiroducts like wool rugs, bristles, and linen 
embroideries with little alteration in traditional methods of produc- 
tion. On the other liand, the effects upon technology will be quite dif- 
ferent where the latent export opportunity requires far-reaching 
changes if it is to be exploited, and where conditions are ripe for 
such changes. 

England is the classic case wlierc industries with important ex- 
port branches pioneered the Industrial Revolution in no small de- 
gree. I'his occurred firyst in the woolen industry, and after 1750 in 
cotton, textiles, pottery, and iron manufactures. It was no accident 
that the triumph of the factory system during the years 1750- 
1800 coincided with a 200 9^ increase in the tonnage of merchant 
shipping clearing English ports. Lancashire grew w^ith Liverpool. 
Yet British exports played a strategic role in the industrial changes 
of.the period not so much because they were large in volume, rela- 
tive to those of France and Holland, as because they came to com- 
prise sta])lc goods of mass consumption which were adaptable to 
machine manufacture. Products like cotton cloth, WTOught iron, and 
Wedgwood’s “useful” (as distinguished from “ornamental”) pot- 
tery were in growing demand at home, as the revolution in British 
agriculture, transport, and industry widened the domestic market. 
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The technical improvements thus stimulated led also to a growing 
export business in Europe and the colonies. Export opportunities 
in turn reinforced the expansion of the home market, and advanced 
steadily in importance through the nineteenth century. 

In Japan similar tendencies set in following the Meiji Restora- 
tion. The consequences for the modernization and growth of Japa- 
nese industry are worthy of study. It must be confessed that no 
simple and clear-cut conclusions can be reached, since the effects 
of growing foreign and domestic markets are not readily distinguish- 
able. For most Japanese industries the export market played a sub- 
ordinate role throughout the prewar decades. Also, it tended to 
absorb goods not essentially dissimilar in character from those 
widely consumed at home. The pattern varied widely from industry 
to industry, however, and the total impact of world demand in in- 
tensifying the rate of Japanese industrialization was highly sig- 
nificant. 

First, we shall characterize briefly the early growth of exports, 
and more particularly the quantitative importance they came to 
assume in relation to national output. Having gained some per- 
spective in this regard, one is in a better position to judge the 
significance of the foreign market in Japan’s industrial progress. 
The problem — and it is not a simple one — is to make this signifi' 
cance clear, without exaggerating the role of trade in the total 
process of Japanese development. 

The Expanding Foreign Market. With the forcing of Japan’s 
closed door, and the opening of a number of ports under the treaties 
of 1858, her export trade entered upon a period of expansion 
which continued almost without interruption for eighty years. 
Through the Meiji era (1868-1911) shipments overseas doubled in 
volume, more or less, during each decade. It must be remembered, 
however, that they began almost at zeio. By the turn of the century 
they had already reached an annual value of 200 million yen — a 
sizable amount though still only a .small part of total <Iapanese 
production. 

As one would expect, exports consisted at first of a variety of 
foodstuffs and industrial materials. Mostly they came from tradi- 
tional occupations employing relatively simple handicraft methods. 
Among them were tea, dried fish, and seaweed ; copper, gold, silver, 
and coal from newly developed mines; camphor, sulphur, and vegeta- 
ble wax; and wood and straw products like matches, braids, and 
matting. By far the largest item, however, was raw silk. This one 
item accounted for 40% of the value of all Japan’s exports during 
the first quarter century of the Meiji period, 1868-93. 

These miscellaneous foods and materials found an export market 
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chiefly in China and other nearby countries of Asia. The important 
exceptions were silk, tea, mats, and straw braids, which went mainly 
to Europe and the United States. In the West, too, were sold a wide 
variety of handicraft wares in which Japanese artisans had long 
excelled — silk textiles, pottery, lacquerware, fans, umbrellas, etc. 
Naturally enough, exports were chiefly things widely used in Japan 
as well. For such products the materials were at hand and the skills 
well developed. Japan’s experience in this regard was quite like that 
of many other countries, especially those which lack the resources 
to develop great surpluses of minerals or farm products for export. 

Production methods in most of these trades were little influenced 
at first by the opening of a foreign market. The export business 
tended to be confined to particular regions accessible to the principal 
ports. Moreover, the products of the craft industries of Kyoto or 
Tokyo depended for their appeal on individual design and work- 
manship. They continued to be fashioned in small shops by. tradi- 
tional methods. 

In the mining of coal and copper, where exports added to the 
stimulus of expanding domestic requirements, output could not keep 
pace with demand without the iflodernization of equipment and skills. 
The mere introduction of mechanical water pumps to replace hand 
bailing in the copper mines, for example, was a revolutionary ad- 
vance in this 1,000-year-old industry. It paved the way for much 
larger exports of unfabricated copper. More generally, however, be- 
cause of the nature of the products as well as the lack of capital and 
knowledge, Japan’s early export industries relied largely upon 
handicraft processes long familiar to her farmers and artisans. She 
had no extensive, undeveloped areas of land, or rich oil fields and 
mineral deposits, to exploit for export purposes on a large scale. 
Nor was the creation of great factory industries to be accomplished 
in a generation. 

More important was the early influence of a developing foreign 
market upon commercial organization, and indirectly upon transport 
and finance. It was particularly in the export branches of certain in- 
dustries that a trend appeared toward a larger scale of organization. 
This might be the small factory replacing the workshop. More often 
it was first the rise of the wholesale merchant to a position of in- 
creasing responsibility. When Japanese ports were first opened, ex- 
ports of even small quantities of tea, copper, or silk created severe 
shortages and a steep rise in prices. The supply was quite inelastic, 
being geared to localized markets. The first requirement was to 
widen the marketing area. This led in turn to expansion and improve- 
ment of output. 

The foreign market in particular required orders in bulk, stand- 
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ardization of quality, and certainty of delivery. To establish the 
necessary contacts called for knowledge and capital as well as initia- 
tive. It is interesting to note that foreign merchants, who dominated 
the Japanese tea trade for forty years or more, early developed the 
practice of employing thousands of workers to recure the tea in port 
cities before shipment abroad. This was hardly typical ; but in Japan, 
as earlier in the West, the natural tendency was for the merchant to 
extend his control into the realm of production. There he came to 
furnish materials, to finance the process, and to take delivery of 
the commodity for distribution through successive stages of market- 
ing. This development had already occurred in response to the growth 
of domestic commerce in Tokugawa times; now it received a fresh 
impetus. Some industries passed on to large-scale factory organiza- 
tion in later decades. Many of them, even in the export trade, re- 
mained organized predominantly along workshop lines. (Sec Chap- 
ter 4.) 

The raw silk industry is the outstanding case of a traditional Japa- 
nese industry transformed in scale, and to a lesser extent in produc- 
tion methods, by the opening of a foreign market. Aided by the build- 
ing of the Suez Canal, and the sudden outbreak of silkworm disease 
in France and Italy, Japanese silk won a foothold in both Europe 
and the United States during the seventies. Its supply was readily 
expansible. It required chiefly an abundant supply of seasonal farm 
labor, and did not compete seriously for land with rice and other 
food crops. The demand in the West for silk yarn rose steadily, first 
for the weaving of fabrics, and later for knitting full-fashioned 
hosiery. 

The growth of the silk trade was almost uninterru])tcd for the 
next half century. To satisfy the demands of American weaving and 
hosiery mills for uniform, high-grade yarn, however, it was necessary 
to improve the quality of the product, from the silkworm egg on 
through to the bale of silk. In sericulture this meant the introduction 
of scientific methods of breeding and disease control; in reeling it 
stimulated the shift to la’^ge filatures equipped with ma<‘hinery ; in 
marketing it led to large-scale organization in the collection and 
sale of cocoons and raw silk. 

The success of Japanese merchants and filnture-o>vners in these 
technical improvements, assisted as they were by the government, 
enabled Japanese silk to triumph in competition with silk from China, 
the traditional home of the industry. Clearly the foreign market af- 
forded the chief impetus to technological change in this instance. 
It absorbed at least half of Japan’s annual output throughout the 
prewar decades, usually as much as 65 to 80%. And it exerted steady 
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pressure in favor of the application of science, machinery, and mod- 
ern business enterprise. 

In contrast to silk, most of Japan’s early factory products of 
Western style were sold in the home market. This was true, for ex- 
ample, of cotton yarn, paper, ships, machinery, cement, glass, beer, 
and flour. Originating as rather poor imitations of foreign goods, 
these products were too inferior in quality and limited in quantity to 
interest the foreign buyer. Initially most of them required a good 
deal of State assistance and patronage even to enable them to sur- 
vive Western competition in the Japanese market. 

By 1895 the new cotton industry was firmly established, and cot- 
ton yarn began to be sold abroad, mainly in China and adjacent 
regions. Exports of coarse cotton cloth, as well as other miscellaneous 
manufactures, soon followed in growing amounts. It was the expand- 
ing domestic market, however, which continued through the Meiji 
era to afford the chief stimulus to industrial growth. Here th^ frame- 
work of a national economy established in the earlier decades was now 
further enlarged by population increase, and by improvements in 
agriculture, transport, and commercial organization. An inflation- 
ary stimulus was added by t>^o successful wars and a rising level of 
armament expenditure. Even in cotton textiles, where Japanese ex- 
ports tripled in volume from 1900 to 1913, nt.irly half of the total 
increase in production went into home consumption. (See page 31.) 

On these industrial foundations there now developed an export 
trade in cheap manufactures w^hich grew steadily in volume, diver- 
sity, and geographical reach through the years. Especially powerful 
was the thrust of Japanese goods into new markets during the years 
1915-19, 'when Europe’s energies were absorbed in war. Again after 
1931 came a second spurt, following the collapse of the yen in the 
Great Depression. Textiles continued through these decades to fur- 
nish the bulk of Japan’s exports, both to Asia and to the West. 
In 1933, as in 1913, they accounted for nearly 60% of all shipments 
to foreign countries, Korea, and Formosa. By this latter date, how- 
ever, Japan was also selling abroad substantial amounts of metal 
goods and machinery; foodstuffs like flour, refined sugar, and canned 
fish; chemicals and drugs; and miscellaneous consumer goods made 
of wood, paper, rubber, celluloid, etc. 

Taken altogether, Japanese exports of manufactures far out- 
stripped tliose of most other industrial nations in rate of growth 
over the first three decades of the century. Indeed, world exports of 
manufactured goods ineroase only 20% in physical volume from 
1901-05 to 1931-35. By comparison Japan’s rose 600% in volume, 
although in value they still comprised no more than one sixteenth of 
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the world total at the end of the period.*® Tables 29 and 30, below, 
show the rapid growth in manufactures relative to other exports, 
and the resulting shift in the composition of the Japanese export 
trade. 

Exports and National Output. To explore at length the direct 
influence of a growing foreign market upon various sectors of the 
Japanese economy would plunge one into the detail^ of scores of in- 
dustries. In no two was the pattern the same. Even within a single 
industry wide differences prevailed in the importance of exports, and 
the influence of foreign demand on technology. We shall conclude 
this chapter with a brief characterization of Japan’s prewar posi- 
tion, in over-all terms, leaving to the chapter which follows some 
further discussion of particular industries. 

In merely quantitative terms, prewar Japan remained less de- 
pendent on foreign markets than is often supposed.*’ Overseas com- 
merce, vital as it might be in supplying certain essentials of economic 
life, absorbed a comparatively small fraction of Japanese production 
as a whole in payment. This was especially true in the early decades, 
of course. But it remained true through a half century of industrial 
and commercial development, after Japanese goods and traders had 
become a familiar sight all over the world. 

The total value of merchandise exports in relation to Japan’s na- 
tional output of goods and services has been noted earlier in this 
chapter. By 1910 it had reached 15%, so far as one can judge by the 
statistics. Thereafter export values rose more rapidl}^ in boom times, 
and slumped more rapidly in depression. On the average they main- 
tained a ratio a little under 1:5. From 1910 to 19»38 the figure is 
actually 18%. This was three times the comparable ratio for the 
United States in the interwar years. Jt was similar to that for Britain 
and other industrial nations heavilv dependent on world commerce. 

iQData from League of Nations, InduatHalizaiion and Foreign Trade. Geneva, 
1946, app. B, tables vii, ix, xi. “Manufactures” arc defined according to the Inter- 
national “Brussels” Classification of 1913, Group iv. They include textile yarns, 
but exclude certain other semimanufactures as well as manufactured foodstuffs. As 
trade tabulations according to the Brussels system are not available except for a 
limited period, mainly the late 1920’s and 1930's, the T.eague had to use national 
classifications for other years, assuming that the fairly stable relationship of these 
national figures to those for the Brussels Group in the later years prevailed earlier 
as well. The method used to eliminate price variations was also quite crude, so 
that the comparisons given above arc only approximate at best. As the l^eague 
excludes Japanese trade with Korea and Formosa, I have increased its figure for 
Japanese exports of manufactures in 1931-36 by 26% to cover shipments to the 
colonies. 

i»Thc reader should be reminded that the trade statistics cited here refer gen- 
erally to the overseas trade of Japan Proper (including Karafuto), and include 
her trade with Korea, Formosa, and the Kwantung Leased Territory as well as 
trade with foreign countries. 
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Interestingly enough, no upward trend is clearly discernible after 
1915. Though the national product estimates are none too reliable, 
they at least give no evidence of any substantial increase in the 
export/output value ratio. Probably a larger share of commodity 
output came to be exported. But this appears to have been largely 
offset by the growing importance of nonexportable services in Japa- 
nese economic life. 

These exports, moreover, did not all represent a net sum of values 
created in Japan out of Japanese labor and resources and producing 
net receipts to the full Amount when sold abroad. Some 20 to 30% 
of their gross value now represented (1) imported materials reex- 
ported in the form of processed manufactures, or (2) exports which 
were otherwise offset by imports of the same or similar commodities. 
For example, as much as 60% or more of the manufacturing cost of 
typical cotton cloth exports represented imported raw cotton. Only 
the balance provided foreign exchange to pay for other imports 
available for domestic use. Again, while Japan exported some coal, 
lumber, and fish and vegetable oils, she also imported these products 
(usually different types) for home consumption. Any true picture 
of the net share of exports in tier national output must take account 
of these intricate interrelationships between commodities moving in 
and out of the country. 

Fortunately tins laborious task has been accomplished for the 
years 1930-38 in a valuable study to which frequent reference has 
already been made. This is The Place of Foreign Trade in the Japa- 
nese Economy^ begun in the U.S. Office of Strategic Services and 
completed in the Department of State under the direction of Arthur 
B. Hcrscy. Here the statistics of Japan’s trade with foreign coun- 
tries, Korea, and Formosa are first combined, item by item, and then 
related in various ways to the structure of production and consump- 
tion in the country. A principal objective is to make the distinction 
mentioned above, i.e., to distinguish export values which embody or 
offset related imports from those “originated” values which are 
created w^ithin Japan. The line cannot be drawn sharply in the case 
of many raw materials. It can hardly be drawn at all in the case of 
machinery and equipment used in export industries. But the prin- 
cipal materials can he allocated sufficiently to illuminate this im- 
portant and little-understood aspect of Japan’s trading dependence. 

Table 28 classifies Japan’s exports in 1930 according to these 
principles. Gross exports to foreign and Empire markets totalled 
1,828 million yen. Nearly one quarter, however, represented the 
value of imports embodied in export manufactures, or imports sub- 
stantially similar to certain exports. Net receipts (“originated” ex- 
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Table 28. Gross and ** Originated** Exports of Japan Proper to Foreign 
Countries, Korea, and Formosa, 19S0^ 


GROSS EXPORTS 



(millions of yen) 

EXPORTS 

IMPORTS 

ORIGINATED 



To 

To 

OFFSET 

USED 

EXPORTS, 



Foreign 

Korea and 

DY 

IN 

COLS. 


Total 

Countries 

Formosa 

IMPORTS 

EXPORTS 

1- (4-1-5) 


(. 1 ) 

(2) 

(.?) 

«) 

(5) 

(6) 

All exports 
Agricultural 

1/iSS 


S98 

161 

206 

1,871 

produce and fish^ 
Products of indue- 

109 

67 


59 

— 

50 

tries using mainly 
domestic materials^ 

825 

720 

105 

90 

19 

716 

Raw silk 

423 

423 


28 

— 

306 

Silk manufactures 
Agricultural prod- 

78 

73 

5'* 

— 

•— 

78 

ucts, processed® 
Minerals, metals 

75 

60 

15 

6 

17 

52 

and manufactures' 

136 

107 

28 

26 

— 

110 

Chemicals 

66 

33 

32 

13 

2 

51 

Other* 

Products of industries 

47 

22 

25 

17 

— 

dO 

dependent mainly on 
imported materials^ 

804 

01,8 

2f,() 

12 

277 

605 

Cotton** 

385 

325 

60 

4 

172 

210 

Other textiles** 

Metal manufactures 

165 

117 

48 

— 

10 

146 

and machinery* 

150 

66 

84 

— 

18 

1.32 

Paper 

Food.stuffs (sugar 

47 

33 

14 

4 

6^ 

37 

and flour) 

58 

42 

16 

2 

43 

13 

Other** 

80 

65 

24 

2 

10 

68 


» Compiled from U.S. Department o^ State, The Place of Foreitfn Trade in the Japanese 
Economy, Washinpton, lO'lfi, vol. i, passim; v«)I. n, tables 17'2rj. (Iross export totals by classes 
here differ slightly from those in this report, vol. ii, tables 18, 20, in that nonferrous metals 
other than semifinished copper are shifted here from the class of domestic-material industry 
to import-dependent industry. Included are all exports of Japan Proper (including Okinawa 
and Karafuto), except for trade with the Pacific islands mandate and all reexports. Korean 
and Formosan trade is from the trade returns of the colonies themselves, which introduces a 
slight element of noncomparability. Intercolonial trade is excluded from the colonial trade 
statistics, but not commodities in transit through Japan between foreign countries and 
colonies. 

b Gross exports of wheat, beans, and rice (30 miliion von) were entirely offset by imports, 
which exceeded exports. Exports of tobacco were largely offset, and fish exports (other than 
canned fish) to the extent of 25 out of 34 million yen. Originated exports were chiefly (in 
millions of yen): fish, 9; tea, 9; vegetables, fruits, and nuts, U. Fresh and salt fish exports to 
Korea are excluded. 

e For a definition of this class, see text. 
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(1 Omits small shipments of silk textiles to Formosa, which are included with other textiles. 

e Canned foodstuffs and beverages account for 37 million yen of originated exports. Ex- 
cluded from the table are fish exports directly from Japanese canneries in Kamchatka. Gross 
exports of vegetable and fish oils, fats, and waxes totalled 32 million yen but over half is 
deducted here to allow for imports of oilseeds and fish oils offset by exports or used in 
exports. 

f Originated exports are mainly (in millions of yen): pottery and glass, 46; copper products, 
22; electric lamps, 8; and cement and other nonmetallic mineral products. Coal exports of 

26 million yen, largely to Korea, are entirely offset by imports of similar type. 

K Originated exports are mainly mi.scellaneous wood products other than paper, totalling 

27 million yen. As lumber imports exceeded exports, all lumber exports plus the lumber 
equivalent of exports of matches, veneeri;, and shooks have been offset against imports, to 
the amount of 17 million yen. 

h For textile goods of mixed fibers the division between cotton, rayon, and other fibers 
is only approximate. Imported materials used in iioncotton textile exports were (in millions of 
yen): rayon pulp and salt for rayon, 4; wool, 8; other fibers, 7. Originated exports of non- 
cotton textiles were (In millions of yen): rayon, 46; wool, 2; flax, hemp, and other fibers, 98. 

1 Gross exports included 68 million yen of machinery, vehicles, clocks, and scientific instru- 
ments, and 82 million yen of other metal manufactures. Domestic production of ores and 
metals was insufficient for domestic requirements; therefore, these exports are regarded as 
dependent on imported materials, the deduction for the latter being divided about equally 
between iron and steel, and other metals and ores. See Table 32, note d. 

J Paper pulp. 

k Originated exports comprise a variety of manufactures of imported materials, including 
rubber products (11 million yen), oil products (7 million yen), and manufactures of leather, 
paper, celluloid, bristles, ivory, etc. They are probably overvalued because of failure to allow 
fully for imported materials. 


ports) were thus no more than 1,371 million yen. Actually they were 
even less, for no deduction from gross exports is made for imported 
machinery and equipment, or fuel, or certain lesser raw materials 
used up in export industries. Only the principal imported materials 
are deducted in each case. (For further details on this classification 
of imports, see Table 32, below.) 

Import-dependent industries furnished net export receipts to the 
amount of about 600 million yen, or nearly half of the total. These 
wore industries wliose chief raw material was imported in quantities 
at least equal to the quantities u.sed in exports. The balance of the 
receipts came from industries which relied mainly on home-produced 
materials, or they were from largely unprocessed home products 
like tea and fish. (Of course, even these domestic industries were 
apt to require imported equipment, oil products, metals, or other 
foreign materials in some degree.) 

One comparison stands out very strikingly here. Cotton goods 
nearly equal raw silk in gross export value by this time. Hut net ex- 
port receipts from cotton goods arc scarcely one half of the receipts 
from raw silk, after the cost of imported raw cotton is deducted. This 
originated export value, i.c., the value added by manufacture, is 
a much more significant measure of their true contribution both to 
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Japanese national income and to financing the import requirements 
of the home market. 

For the years 1930, 1936, and 1938 Japan’s net export receipts 
on commodity account may be compared with the total net value of 
goods and services produced within the country as follows 



1930 

1936 

1938 

Net national product 

10,224 

MILLIONS OF YEN 

16,779 

20,682 

Merchandise exports 

Gross value 

1,828 

3,508 

3,909 

Net receipts 

1,371 

2,427 

3,048 



PERCENT 


Net export receipts -H 

national product 

13.4 

15.4 

14.7 


If the years 1927-36 be taken as fairly representative of Japan’s 
prewar peacetime economy, it appears that about 15% of the net 
value of her domestic output was normally exported to foreign and 
Empire markets in the form of commodities. Exports averaged about 
2,400 million yen over the ten-year period. Net export receipts prob- 
ably came to approximately 1,800 million yen, after allowance for 
the share of total export values which embodied or offset imported 
materials. Net receiyjts from commodity exports were thus about 
one seventh of net national product, w^hich averaged 12,000 million 
yen according to the best estimates available. 

In addition, some of the services currently performed with Japa- 
nese labor and capital were “exported.” They took the form mainly 
of foreign purchases of shipping space and insurance provided by 
Japanese concerns, and services purchased in Japan by tourists, 
diplomats, and other nonresidents of the home islands. IMinor amounts 
of home-produced goods were also sold to nonresidents in Japan and 
foreign shipping companies, although they w^ere not classified as 
exports in the trade returns. These categories of “exports” cannot 
be estimated statistically. For the international accounts of Japan 
prior to 1939 are not available except on all-Empire basis and do 
not record transactions between the home islands and the colonics.^* 

11* Export values are taken from U.S. Department of State, The Place of Foreign 
Trade in the Japanese Economy^ Washington, 1946, vol. i, p. 18. For net national 
product I have used the estimates of the Department of State in National Income 
of Jnpnn^ Washington, 1946, p. 86. They run 6 to 10% below those of Yamada 
cited earlier. 

10 A balance of payments for Japan Proper in 1936 was published by the Inter- 
national Monetary Fund in Balance of Payments Yearbook, 1938, 1946, 1947 , Wash- 
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Tlie likelihood is that all such sales to nonresidents of Japan 
Proper during the decade 1927-36 would be adequately covered if 
the sum of 450 million yen were added to the 1,800 million yen 
already given for annual net receipts from recorded commodity 
exports.*® 

We may conclude that the total value of goods and services orig- 
inated in Japan Proper and exported to foreign countries and Em- 
pire markets averaged annually no more than 2,250 million yen in 
the period 1927-36. This was a little less than 20% of her entire net 
national output of all ty})es. Probably this ratio may be taken as 
representative of the over-all dependence on foreign and Empire 
markets attained by Japan in prewar, peacetime days. For every 
yen of goods and services produced and sold overseas (or to non- 
residents in Japan) over 4 yen’s worth was produced and sold at 
home to residents of the home islands. 

The export production ratio of 20% for the prewar Japanese 
economy as a whole conceals wide variations, of course, among par- 
ticular industries and occupations. Moreover, it relates only to the 

iiigton. ]»|>. However, this fails to give an adequate accounting of cur- 

rent invi.sil»le transactions between Japan and the colonies. Evidently the all- 
Empire debits and credits were merely adjusted by adding the net balances for 
investment income, tourist expenditures, and other net remittances between Japan 
and Korea and Formosa. These net balance.s, moreover, are crude estimates — by 
Frank M. Tamagna, as published in The Place of Foreign Trade in the ^apaneee 
Economtf^ cited, vol. ii, p]>. 121-23. They may contain a wide margin of error. 

20 Total inpayments in the international accounts of the Japanese Empire on 
the score of freight and insurance services, tourist and missionary expenditures, 
government receipts, and other current invisibles (excluding investment income) 
averaged 469 million yen a year from 1927 to 1936. (E. B. Schumpeter, ed., The 
Indue trio I izatian of Japan and Mnnehukuo^ 79.10-19^^0, New York, 1340, appendix, 
table lA.) To arrive at sales to foreigners of .services produced in .Tapan Proper, 
or produced by concerns domiciled in Japan, various corrections must be made. For 
example, the above figure includes over 100 million yen of marine freight and in- 
surance receipt.s on imports into Japan which were carried on Japanese ships 
and insured by Japanese companies. These services were actually paid for by 
Japaneee, not foreigners. They are included as a credit in the balance of payments 
only to offset their inclusion as a debit item in the commodity account, i.e., as an 
element in the co.st of merchandi.se import.s, which are valued on a c.i.f. basis. The 
above total also includes n small share of services contributed by individual.s and 
comj>aiiies domiciled in the colonies. Probably the actual receipts in Japan Proper 
from what might he regarded as home-produced services sold to nonresident for- 
eigners did not exceed 300 million yen a year. 

Japan's receipts from the export of services to the colonies were probably 
smaller. Certainly this was true of freights and insurance on her exports. The Value 
of Japanese goods carried to the colonies in Japane.se ships w'as little more than 
a third of the value of the goods they carried abroad, and the haul was much 
shorter. In any ca.se, the value of exports to the colonies as given above is the 
delivered value. It already includes freight and insurance. Concerning other services 
sold to persons domiciled in the colonies we are very much in the dark. In arriving 
at the ubov? figure of 450 million yen they have been put arbitrarily at no more than 
150 million yen. 
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later years when industrialization was already well advanced. Chap- 
ter 7 therefore examines more closely the position in each major 
sector of economic activity. This will give a clearer impression of the 
extent to which the stimulus and opportunity for modernization and 
growth came directly from the foreign market, and were now as- 
sociated with the overseas demand for Japanese production. 



CHAPTER 7 


FOREIGN TRADE AND ECONOMIC 
GROWTH— II 

WHILE no aspect of modern Japan has been more commonplace 
than her dependence on overseas trade, a good deal of misunder- 
standing yet exists concerning the precise extent and character of 
this dependence in prewar years. More often than not the impor- 
tance in Japanese development of the foreign market — particularly 
the Asiatic market — is exaggerated. 

For this reason the present chapter is devoted to the somewhat 
laborious task of characterizing more fully the role of overseas trade 
in tlic prewar economic development of Japan. Here we pass on from 
the function of imports as a carrier of modern technology, and the 
over-all significance of exports, to more specific measurements of 
trade in relation to output and consumption. The reader not con- 
cerned with these details may wish to proceed directly to the con- 
cluding section. Here is strc.ssed the critical importance for Japan of 
the circumstance that she was able to industrial!'"' within the frame- 
work of an expanding world economy or^nized on the basis of 
global, multilateral trade. 

Export Dependence and Stimulus 

The Service Industries : Shipping. In Japan, as in all countries, 
the serv'ice occupations have always been geared mainly to the do- 
mestic market, except as they are required for the production and 
movement of commodities in foreign trade. They include a wide 
variety of functions: land and water transport, telecommunications, 
banking, wholesale and retail trade, liotels and restaurants, the 
private professions, and various government activities. Together 
they accounted for as mucli as 40 to 50% of Japan’s prewar pro- 
duction, when the latter is apportioned among different industrial 
categories in terms of the market values placed on their net outputs. 
(Table 38, below.) 

’Indirectly, many of these service trades depended importantly on 
overseas commerce. The export industries and the w'liole import-ex- 
port business required the services of railways, lawyers and account- 
ants, baitks, shipping and trading firms. In certain fields the early 
stimulus to introducing new techniques was directly associated with 
foreign trade. For example, one of Japan’s premier banks, the 
Yokohama Specie Bank, founded in 1880, was developed mainly 
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to handle foreign exchange operations overseas. In the raw silk 
industry it was the American and European demand which gave 
the chief impetus to the improving commercial organization, and 
storage and transport facilities. And the home demand for almost 
all such services fluctuated with general business conditions in Japan 
as affected by commodity exports. But most services by their very 
nature could not be exported directly in any large degree. They 
were marketed at home. The same thing was true of the construc- 
tion industry, whether it built ports, factories, or dwellings. Here, 
as in most of the service trades, the foreign market only indirectly 
exerted a significant influence on the growth of output and the 
modernization of technology. 

The shipping industry was the chief exception to this rule. Im- 
mediately following the Meiji Restoration, the Japanese govern- 
ment took steps to lay the foundations for a modern merchant 
marine as an instrument of military and commercial policy. After 
a series of initial ventures the way was paved for rapid development 
with the formation in 1884-85 of the State-sponsored Nippon 
Yusen Kaisha and Osaka Shoshen Kaisha, destined to become two 
of the great shipping firms of the world. Each war which followed 
gave a fresh impetus to expansion, and demonstrated the military 
importance of a merchant fleet. Meanwhile the growth of Japanese 
trade steadily enlarged the opportunity for profitable peacetime 
operations. 

Beginning at first on the near seas routes, Japanese steamship 
lines rapidly extended the range of their activities. In home waters, 
with the aid of foreign officers and the shipbuilders from the Clyde, 
they progressively displaced the small junks and other sailing 
craft which carried most of the coastal traffic in the early decades. 
(See above, page 106.) Abroad, too, they forged ahead until, fol- 
lowing the shipping boom of World War I, Japan emerged in 
fourth place among the world’s maritime nations. Henceforth her 
mercantile marine carried two thirds or more of her own overseas 
trade. It bid for an increasing share of the traffic on every major 
shipping route around the globe except the North Atlantic. By the 
end of 1936, it comprised a registered merchant fleet of 4,988,000 
gross tons.' Some 2,964,000 tons comprised ocean-going steam and 
motor vessels of .3,000 tons or more. While financial assistance from 
the government had contributed to Japan’s rise as a maritime power, 

1 Vessels of over 20 fi^ross tons, all types, refijistered In Japan Proper. This does 
not include (a) vessels registered in Korea, Formosa, and Manchukuo, 370,860 tons; 
or (b) unregistered vessels of 6 to 20 tons in the Empire, 681,000 tons. Imperial 
Cabinet, Bureau of Statistics, Nippon Toikoku Tokei Nrnkan^ no. 68, Tokyo, 1939, 
pp. 217-18. For an index of the growth of the total shipping tonnage of Japan 
Proper from 1886 to 1938, see above, Table 6. 
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geographic and economic advantages lay at the root of her success 
in international competition. Even without subsidies, Japanese costs 
in merchant sliip construction and operation were now among the 
lowest in the world. (Government encouragements to shipping are 
discussed more fully in Chapter 10.) 

In paying her way abroad Japan came to depend heavily on her 
overseas shipping industry. Shipping services sold to foreigners 
(outside the Empire) averaged 127 million yen a year in gross re- 
ceipts from 1927 to 1936. This put the merchant marine well up in 
the rank of export industries. In addition, Japanese ships assisted 
still further in foreign trade by carrying 63% of the imports pur- 
chased by Japan from foreign countries (as compared with 73% 
of her exports). They also carried virtually all of her colonial trade. 
Net shipping receipts from abroad in the Empire’s international 
balance of payments, i.e., the surplus of inpayments over outpay- 
ments, alone financed its average annual merchandise trade deficit 
of 131 million yen through this period.® They came close to doing 
so for the entire interwar period. (See Table 21, above.) 

What part of the gross receipts of the Japanese merchant marine 
now came from the sale of ks services in foreign countries and 
colonics is impossible to say. In any case this would fail to reflect 
its real dependence on overseas trade and travel. For the latter in- 
cluded the carrying of imports purchased by Japanese, as well as of 
Japanese passengers. 

In actual cargo tonnage hauled, the shipping industry remained 
largely a home industry. One of Japan’s great economic assets was 
the fact that she would rely on cheap, water transport for so much 
of her internal movement of bulky commodities; her railways con- 
centrated mainly on short-haul freight and passengers. Of all the 
water-borne cargo entering the ports of the home islands during 
the years 1930-37, only about 27% (by weight) represented foreign 

2 “Shipping services sold to foreigners (outside the Empire)’’ include freight 
receipts on Japanese exports carried to foreign countries in Japanese vessels, re- 
ceipts on goods carried between foreign countries, receipts from foreign passengers, 
and receipts from foreign charterage of Japanese vessels. They exclude receipts on 
Japanese imports carried in Japanese ships and foreign ship expenditures in 
Japanese ports, and carry no deduction for the expenditures of Japanese shipping 
companies in foreign countries. “Net shipping receipts” in the balance of payments 
include all such shipping transactions, as this is the significant figure in relation to 
the merchandise trade deficit. Even freight receipts on imports are properly in- 
cluded here, although paid by Japanese, since they also appear in the c.i.f. valuation 
of imports and increase the recorded trade deficit by so much. The term “Japanese” 
in this footnote refers to the Empire, including Korea, Formosa, and Nanyo (the 
Mandated Islands). Balance of payments data are from E. B. Schumpeter, ed., 
The Indnet^ialization of Japan and Manchukuo, 1930-1940^ New York, 1940, appen- 
dix, tables lA and iii. Figures on the carrying trade are from Department of Finance, 
Financial and Economic ^4nnual of Japan, no. 38 (1938), Tokyo, 1939, pp. 174-75. 



350 FOREIGN TRADE AND ECONOMIC GROWTH— II 


and colonial trade. Three out of every four tons was moving from 
one Japanese port to another. The overseas share of outbound 
cargoes was even smaUer, about 14^. Total cargoes entering and 
clearing Japanese ports during 1930-37 were distributed as fol- 
lows (annual average, in millions of metric tons) 



Total 

Foreign 

Colonial 

Coastwise and 
Interisland 

In all vessels 

193.5 

32.7 



8.3 



162.4 

In Japanese vessels 

183.6 

v 

31.2 

152.4 


Foreign and colonial trade, however, was a good deal more im- 
portant for the Japanese shipping industry than is indicated by its 
21% share of total cargo tonnage. For overseas shipping involved 
longer and faster hauls, and higher receipts per ton of goods and 
passengers. It occupied much more than a fifth of the entire 
merchant marine, especially the bigger and more modern ships. 

In 1933-34?, for example, Japan’s merchant fleet totalled 4?,- 
680,000 gross tons of vessels 20 tons or larger. About 1,500,000 
tons was employed in coastwise shipping, nearly half of it small 
sailing and auxiliary vessels. Another 1,500,000 tons, approxi- 
mately, was engaged in near seas traffic with Korea, Formosa, and 
the Soviet Far Fast, and along the China coast. These ships were 
mostly ocean-going tramps and liners of 2,000 tons or more. The 
remainder, about 1,700,000 tons of still larger vessels, was engaged 
in the distant carrying trade with southern Asia, Australia, Europe, 
and the Americas.* By 1933, in other words, these ocean routes oc- 
cupied over one third of Japan’s mercantile fleet, as compared with 

B Cargo tonnage carried by vessels of all nationalities is based on estimates of 
the U.S. Department of State in Japan's Shipping and Shipbuilding Position, IDJH-SBt 
Washington, 1948, pp. 9-10, 27. These estimates assume the ratio of intra-Em]>ire 
and foreign trade tonnage to have been the same in 1930-34 as in 1934-37. Foreign 
trade is converted from weight volume to metric tons at 2,380 lbs. per weight-volume 
ton. The share of Japane.se vessels in the weight-volume tonnage of foreign and 
colonial trade during 1928-37 is given by the U.S. Tariff Commission in The Shipping 
Industry of Japan, Washington, 1945, p. 5. Here it is assumed to be the same in 
metric tons during 1930-37. Coastwise trade was monopolized by Japanese firms. 

4 Coastwise shipping tonnage in 1933-34 is estimated at 1,430,000 to 1,480,000 tons 
in Japan’s Shipping and Shipbuilding Position, 1928-36, cited, p. 14. This included 
680,000 tons of powered vessels over 100 tons; 650,000 tons in other, non-full-powered 
ships; and 100,000 to 150,000 tons of shipping space allocated from vessels engaged 
chiefly in trade with the Asiatic continent. If one accepts these estimates, it is 
possible from other data to compute roughly the tonnage used elsewhere. I have 
allocated to near seas foreign and colonial traffic some 350,000 tons of shipping 
space from vessels passing through the near seas en route to or from more distant 
regions. 
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no more than one sixth in 1913, and none at all in 1893. Its dis- 
persion was now about at its prewar peak. After 1936 it was con- 
centrated progressively in near seas areas, with the development 
of Yen Bloc trade and the disruption of normal commercial activi- 
ties by war inflation and control. 

Finally, it should be emphasized that the chief impetus to the 
modernization of shipping and shipbuilding technology, aside from 
naval construction, came in the overseas trade. On the longer ocean 
routes Japanese operators met the sharpest competition from for- 
eign liners, tramps, and tankers. And it was here that the subsidies 
given annually by the Japanese government for strategic and com- 
mercial reasons operated with greatest effect. Subventions granted 
under the laws of 1896 and thereafter placed a premium on the 
construction and operation of now vessels of the larger and faster 
types. Often they made the difference between profit and loss for 
the big concerns. The practice was to place new ships on the overseas 
routes and to relegate older ones to the near seas, if not to scrap 
them altogether. By 1936 Japan owned the third largest merchant 
fleet in the world. More important, her fleet boasted an unusually 
high proportion of fast motor vessels of the most modern design. 

Thus, among all the service industries, it was in shipping that 
technological advances were particularly associated with commercial 
expansion overseas, despite their continuing importance in internal 
transport as well. 

The Ejrtractive Industries. A second major category of economic 
life in Japan has been the extractive industries: agriculture, for- 
estry, fishing, and mining. These occupations, even as late as 1930, 
continued to provide 20% of the entire national product, and as 
much as 40% of all gainful employment. (Sec Chapter 9.) Earlier, 
of course, their share was much greater. 

Here again, as in most service trades, direct dependence on pre- 
war export markets was never very great. In other words, few such 
primary products were shipped overseas from Japan in relatively 
unprocessed form. Home producers contributed largo quantities of 
industrial materials entering into manufactures which were sold 
abroad. They also fed tlie workers in export industries to a large 
extent. But even this share of the market was small in relation to 
the entire domestic demand for rice, vegetables, and fish. The same 
thing was true of coal and lumber, and of most other raw materials 
coming from the farms, forests, mines, and fisheries of the country. 

It was of great significance, of course, that Japan’s modest en- 
dowment in natural resources barred her from the pattern of eco- 
nomic develo])ment followed by many other nations. In countries 
more richly endowed or more sparsely settled, the initial stage has 
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commonly been the creation of great primary industries serving the 
world market. These extractive industries provide a growing stream 
of income to pay for imports of machinery and other goods. Their 
export revenues help to service the foreign loans which may finance 
the development process in part. And they are likely in time to 
create new demands and indigenous capital resources for the growth 
of more diversified industrial activity. This was the familiar pat- 
tern in the new lands of the Western hemisphere as they were opened 
up to colonization and development during the eighteenth and nine- 
teenth centuries. More recently, in a totally different setting, it has 
been the story of tropical Asia, with its huge exports of rubber, 
tin, oil, and foodstuffs. 

When Japan was opened to the West, however, her islands were 
even then densely populated. If the historical estimates are at all 
accurate, she already had nearly as many people in relation to her 
cultivated land as has Great Britain, Belgium, or Holland today. 
In 1880 the Japanese figure was close to 2,150 per square mile. 
For Britain in 1940 it was 2,300, and for the United States only 
245. Already Japan had twice as many people for her total land 
area as Europe on the eve of the Industrial Revolution. The com- 
parison in arable land would be even less favorable. 

Thus no great agricultural frontier beckoned the Japanese when 
they stood on the threshold of modern development. Assiduous efforts 
to extend the cultivated area over the next sixty years brought no 
more than a 33% increase. Meanwhile the population doubled. 
Through this period little of Japan’s good farm land or fishery re- 
sources could be turned to export purposes without requiring large 
imports of more expensive food, or preventing an improvement in 
dietary standards. Nor were there great mineral deposits and forests 
which could be exploited to supply any wide margin of output over 
and above the growing needs of the Japanese themselves. In fact, 
as industrialization proceeded, it brought increasing dependence on 
foreign metals and fuels, and even lumber. 

Domestic production of food and industrial materials did not 
fail to grow, as we have seen. (Chapter 3.) The statistics suggest 
that food production at least doubled over fifty years. Raw ma- 
terial output more than trebled. This expansion played a vital part 
in Japan’s industrialization and economic growth. But Japanese 
farmers, fishermen, and mining concerns found their expanding 
market primarily in the needs of their own country as its popula- 
tion flocked into industrial and commercial pursuits. Even that 
part of their output which was shipped abroad took the form mainly 
of processed goods which advanced steadily in degree of fabrication 
as Japanese industry matured. 
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Had Japan been situated in closer proximity to the great indus- 
trialized nations of the West, her pattern of growth and structural 
change after 1868 would probably have been somewhat different. 
Both the pressure to industrialize, and the opportunity to do so, 
might have been somewhat diminished. She would have enjoyed more 
favorable access to large external markets for her coal, marine 
products, and high-value farm crops. Western consumer manu- 
factures might also have competed more strongly in Japan than 
was the case, delaying the progress of industry. The course of events 
would have been different, too, if the Japanese as a people had been 
less ambitious to advance their material well-being and national 
power; or if, like other peoples of Asia, they had fallen under the 
domination of a foreign power interested mainly in developing the 
country as a supplier of raw materials and an industrial market. 

As it was, industrialization brought a concentration of export 
goods progressively in the field of manufactures. Meanwhile imports 
moved steadily in the other direction. Before 1890 finished manu- 
factures comprised nearly one half of Japan’s entire purchases from 
foreign countries, and less than 10% of her exports to them. (Table 
29.) Thereafter the balance swung increasingly toward imports of 
raw materials in exchange for exports of finished goods. After 19t30 
two thirds of her imports were raw foodstuffs and materials. Over 
one half of her exports were finished manufactures, and most of the 
remainder were seniiprocessed goods. Actually, the structural shift 
was even greater, for Table 29 excludes trade with the Japanese 
colonies. It therefore omits nearly one quarter of Japan’s overseas 
commerce. Most of this, too, was the exchange of factory products 
for foodstuffs and industrial materials. 

Further evidence of this shift in the character of Japan’s foreign 
trade after the turn of the century is found in Table 30. Here are 
reproduced the Oriental Economist indices of the physical volume 
of imports and exports by classes, summarized in five-year averages. 

The divergence of various classes of goods in their rate of growth, 
as shown in Table 30, is what one would expect from the preceding 
table. Among imports from foreign countries it is raw and semi- 
processed materials which advance most rapidly. And if colonial 
trade had been included, foodstuffs would also have registered a 
sharp increase. (In 1930 Korea and Formosa furnished 64% of 
Japan’s total food imports.) Among exports it is finished manu- 
factures w^hich grow by leaps and bounds, followed by partly manu- 
factured goods (chiefly raw silk). 

Table 30 further reveals that the shift in Japanese imports and 
exports proceeded mainly by differential rates of growth in various 
classes, rather than the replacement of one by another. This is not 
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Table 29. Trade of Japan Proper with Foreign Countries, 
Classified hy Stage of Production, 1868-1938^ 
(percentage shares) 

Raw Products Manufactures 


INDUSTRIAL PRODUCTS 


Annual 

Average 

All 

Classes^ 

INDUSTRIAL 

MATERIALS 

FOOD- 

STUFFS 

FOOD- 

STUFFS 

Partly 

Manu- 

factured 

Wholly 

Manu- 

factured 

1868-72 

100.0 

23.1 

EXPORTS 

25.4 

40.8 

1.9 

1878-82 

100.0 

11.6 


37.1 

40.4 

7.2 

1888-92 

100.0 

11.3 


23.3 

46.2 

15.5 

1895-99 

100.0 

10.7 


14.3 

45.9 

26.0 

1905-09 

100.0 

9.3 


11.7 

45.2 

31.7 

1910-14 

100.0 

8.4 

4.3 6.5 

50.1 

29.6 

1915-19 

100.0 

5.4 

4.4 

5.5 

44.1 

38.2 

1920-24 

100.0 

6.0 

2.5 

4.0 

45.3 

40.9 

1925-29 

100.0 

5.9 

2.4 

4.9 

43.9 

40.9 

1930-34 

100.0 

4.1 

2.4 

5.9 

32.4 

52.1 

1935-38 

100.0 

4.3 

1.8 

6.8 

26.0 

58.6 

1868-72 

100.0 

4.1 

IMPORTS 

29.0 

20.2 

44.5 

1878-82 

100.0 

3.5 


14.8 

29.9 

48.6 

1888-92 

100.0 

12.3 


21.1 

25.7 

39.4 

1895-99 

100.0 

25.9 


22.5 

17.7 

32.0 

1905-09 

100.0 

36.2 


16.7 

18.7 

27.3 

1910-14 

100.0 

49.4 

8^0^ 

18.2 

19.6 

1915-19 

100.0 

55.4 

5.5 

2.8 

24.9 

10.6 

1020-24 

100.0 

48.5 

8.3 

4.6 

19.8 

18.0 

1925-29 

100.0 

55.6 

10.2 

3.9 

15.5 

14.2 

1930-34 

100.0 

58.2 

8.1 

2.8 

15.9 

14.2 

1935-38 

100.0 

56.0 

5.7 

1.9 

23.9 

12.4 


■ Percentages for 18C8-92 are from Kichihikn Tnniguohl, “Struktiirwandliingen <les Japan- 
ischen Aussenhandels im I-aufe des Industrialisierungsprozess,” WeUwirtsrhnftHrhes Arrhh\ 
vol. 46, part 1, July 1937, pp. 241-42; those thereafter from data in Imperial Cabinet, lliireau 
of Statistics, Nippon Teikoku Tokei Nenkan, passim, Tokyo. 

Raw foodstuffs are mostly cereals, beans, and unprocessed marine products. Wheat flour, 
tea, refined sugar, beer, and canned fish are grouped with manufactured foods. Raw materials 
comprise such commodities as cotton, wool, coal, crude oil and minerals, rubber, oil cake, and 
lumber. Materials partly manufactured range from simply processed products like vegetable 
oils, straw braids, and hides to more highly fabricated goods, such as textile yarns, industrial 
chemicals, and iron and steel semimanufactures. Wholly manufactured industrial products 
(“finished manufactures” in the Japane.se clas.sification) include textile fabrics and clothing; 
vehicles and machinery; pottery, gla.ss, and lamps; paper, bru.shes, toys, etc. 

b Includes unclassifiable goods amounting to 3% or less of imports and exports in most 

years. 
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Table 30. Trade of Japan Proper with Foreign Countries: 
Growth in Physical Volume, by Classes, 1003-3^^ 




(indices; 

1910-14 = 

100) 





Rare Products 


Manufactures 


Annual 

Average 

All 

Classes^ 

INDUSTRIAL 

MATERIALS 

FOOD- 

STUFFS 

FOOD- 

STUFFS 

INDUSTRIAL PRODUCTS 

Partly Wholly 

Manu- Manu- 
factured factured 

1903-04. 

57 

75 

EXPORTS 

78 

79 

52 

59 

1905-09 

67 

84 

75 

96 

54 

67 

1910-14 

100 

100 

100 

100 

100 

100 

1916-19 

173 

103 

171 

174 

136 

215 

1920-24 

138 

,46 

75 

99 

133 

190 

1925-29 

211 

55 

99 

232 

197 

316 

1930-34 

283 

41 

137 

380 

209 . 

460 

1934 

368 

40 

158 

496 

229 

620 

1903-04 

73 

45 

IMPORTS 

175 

131 

65 

82 

1905-09 

92 

65 ' 

111 

104 

88 

160 

1910-14 

100 

100 

100 

100 

100 

100 

1915-19 

119 

149 

99 

91 

106 

35 

1920-24 

178 

190 

208 

168 

188 

102 

1925-29 

217 

253 

277 

204 

226 

91 

1930 34 

229 

282 

231 

90 

241 

59 

1934 

245 

314 

206 

69 

310 

64 


■ The indices for the various individual classes are from the Oriental Economist, Foreign 
Trade of Japan: A Statistical Survey^ Tokyo, 193 /), pp. 699 - 700 . Each indev i.s computed from 
the annual aggregate of quantities of individual items weighted by their prices in 1928 , (For 
one year, 1903 , it would appear from the Oriental Economist’s explanation, on prefatory 
page 43 , that the weights arc prices from an earlier period.) Here the indices are given in 
five-year averages, with 1910-14 as 100 . 

The types of commodities grouped in each class are described in Table 29, note a. All 
commodities arc included for which quantity data are available. For imports and exports as 
a whole they comprised 88% of the value of trade in 1903 and 84% in 1933- Whether the 
coverage is as extensive in each individual class is not known. Probably it is less complete 
for manufacture.s, where quantities of many items were not reported in the official statistics. 
In any case the indices give no more than a broad indication of physical growth, because of 
changes in the character of imports and exports and price relationships over thirty years. 
v~t>The index for “all classes” is not that of the Oriental Economist, which relates only to 
imports and exports for which (juantity data are available. Instead, I have first computed 
relatives for the total value of all imports and all exports (except in trade with colonics) 
and then deflated each series by the corresponding import and export price indices of the 
Oriental Economist. This gives a somewhat more accurate, measure of the volume trend of 
imports and exports ns a whole. It assumes, however, that the prices of items for which 
quantity data .ire not available tended to vary with the prices of items for which the quanti- 
ties are known, since the price indices are computed only from the latter. The corresponding 
values of the Oriental Economist index in 1934 are 309 for exports and 259 for imports. 
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entirely true. There appears to have been an absolute decline in 
exports of raw materials and imports of manufactures. Except for 
foodstuffs, however, it is doubtful if Japanese purchases of finished 
manufactures abroad actually declined in the aggregate. Here this 
kind of index is particularly unreliable, for it fails to cover many 
items for which quantities were not reported. It also fails to reflect 
improvements in quality and type, especially in the case of ma- 
chinery and vehicles, which were major components of import 
manufactures after World War I. 

The extent and character of Japan’s dependence on overseas 
markets can be shown more concretely by a direct comparison of 
commodity production and exports. In the extractive industries, 
first of all, it is clear that the home market predominated heavily. 
After World War I the export share was about as large as it ever 
had been — larger if one includes all domestic foodstuffs and materials 
shipped abroad in manufactured form. Yet it was of minor im- 
portance, except in the case of a few specialties. The position was 
briefly as follows: 

1. Agriculture, During the years 1928-36 Japan’s exports of 
foodstuffs to foreign countries and colonies, whether in raw or 
processed form, took only 7% of her total production measured in 
calories.® The bulk of this was not farm crops, but canned fish. And 
it was heavily overbalanced by food imports, especially rice, sugar, 
and soybeans. The ratio of exports (in all forms) to domestic out- 
put was less than 4% for most farm products, including rice, barley, 
potatoes, vegetables, meat, and dairy products. For tobacco and 
beans it was 5 to 10%. Two other large export foods were sugar and 
wheat flour. The former began to figure appreciably in the list of 
Japanese exports after 1905, and the latter after 1925. In the case 
of sugar, however, refined exports were greatly exceeded by crude 
imports from Formosa and the Netheriands Indies (which were also 
much greater than Japan’s own production). To a lesser extent 
imports of wheat from Australia, the United States, and Canada 
were likewise milled for reexport as flour. Thus it Avas Japan’s sugar 
refineries and flour mills, rather than her farmers, that benefited from 
overseas trade in this respect. 

The two most important export products of Japanese agriculture 
were silk cocoons and tea. Silk cocoons, it is true, cannot be iV- 
garded strictly as the product of an “extractive” industry. Nor 
were they exported in quantity until converted into yarn by the 
silk filatures. But it seems best to treat them here as a farm export 
crop, since cocoon growing normally comprised 70% of the cost of 

» For details see U.S. Department of State, Japan* $ Food, Beverage, and Tobacco 
Poeition, J9SS8-S6, Washington, 1948, pp. 44-48. 
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raw silk, and was a farm occupation directly associated with the 
growing of mulberry leaves for silkworm feeing. As already de- 
scribed, sericulture was geared predominantly to the foreign mar- 
ket. It was the American demand for raw silk, and Japan’s success 
in ousting competitors from the market, which were responsible 
mainly for the eightfold increase in cocoon output from 1880 to 
1930. Through this whole period two thirds or more of the annual 
production of raw silk was exported. Smaller amounts were also 
sold abroad in the form of woven textiles. Here, more than any- 
where else, foreign trade was of direct importance to the Japanese 
countryside. Mulberries, cocoons, and silk reeling provided supple- 
mentary cash income to millions of peasant families. Here, too, the 
requirements of the world market exerted constant pressure on the 
Japanese sericulturist to improve and standardize his product, 
even though the work continued to be carried on mainly by handi- 
craft methods in the home. 

Tea ranked with silk as an export in the early Meiji years. Yet 
it failed subsequently to achieve the same spectacular growth. For 
sixty years exports maintained a fairly constant level of around 

20.000 tons, except for a sluifip during the twenties. To supply this 
foreign market, while satisfying Japan’s own requirements, the 
annual output rose from about 30,000 metric ^-ons in 1891-1900 to 

48.000 tons in 1931-40. About half of the total tea plantings, and 
nearly all of the export crop, came to be centered in the one pre- 
fecture of Shizuoka. Here climate and terrain were especially favora- 
ble. The acreage planted to tea in all Japan actually shrank 30% 
in this period, while average yields increased 140% in response to 
better plant selection, disease control, heavy fertilization, etc.® 

The primary phases of producing and curing tea in the country 
districts were never thoroughly modernized. To secure large amounts 
of uniform quality for export, the tea leaves had to be refired, 
cleaned, and sorted by the larger wholesalers or the American ex- 
port firms which continued to handle much of the business. This 
was one reason for the failure of the trade to prosper more largely. 
Tea maintained its place in the farm economy mainly because the 
Japanese themselves were a tea-drinking people and because it did 
Dflt compete heavily for scarce resources. Like the mulberry leaves 
fed to silkworms, tea plants could be grown on hillsides and upland 
areas ill suited to rice. Moreover, tea, like silk cocoons, required a 

« See Supreme Commander for the Allied Powers, GHQ, Natural Resources 
Section, Report No. 125, Tea in Japan, Tokyo, 1949, p. 48. Experiments in Shizuoka 
durinf^ 1929-32 showed that the yield in tea leaves from plots fertilized with 
nitrogen increased 42 to 74% as compared with the yield from plots which re- 
ceived none. 
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good deal of seasonal hand labor which could be provided cheaply 
by the fanner and his family without seriously interfering with the 
growing of food or other productive employment. The Japanese 
thus continued as the fourth or fifth largest tea-producing nation, 
but never achieved the supremacy in the world’s tea trade which 
they held in silk. 

2. Fishmg, Japan is also one of the great fishing nations of the 
world. Before World War II her total catch was double that of the 
United States. It amounted to over a fifth of the entire catch of 
the world.^ Equally, the Japanese are the world’s greatest eaters of 
marine products, which supply more than four fifths of their protein. 
Over 90% of their annual prewar output was therefore regularly 
consumed at home, rather than sold abroad. 

In the early Meiji decades there developed a small but useful ex- 
port of dried and salted fish to China. After World War I the in- 
troduction of canning and refrigeration processes, accompanied by 
large-scale business organization, gave rise to a flourishing export 
trade in canned crab, salmon, trout, tuna, and sardines. This was 
associated with the extension of offshore fisheries, and especially 
of Japanese fishing activity in the more distant waters of the 
Okhotsk and Bering seas. It was the export demand, in fact, which 
prompted the introduction by big integrated concerns of the ocean- 
going factoiy vessels and refrigerator ships essential for such opera- 
tions.® Foreign markets took 90% or more of the crab, salmon, and 
trout which were caught in or near Soviet territorial waters and 
processed in factory ships or in canneries located on Kamchatka. 

Yet the fishing industry as a whole, with its myriads of small 
fishermen along the Japanese coast, remained far more important 
to Japan as a source of food and employment than as a source of 
foreign exchange. And the principal stimulus to its growth came 
from the increasing numbers and improved diet of the Japanese 
people themselves. At its prewar peak in the middle thirties the 
export trade took less than 10% of Japan’s total catch. Aside from 
the 50 to 75 million yen of exchange which it provided each year, 
its chief significance lay in the impetus given to the large-scale, 
capitalistic techniques in overseas fishing, and the political friction 

7 In 1935-36 the world’s fish catch is estimated at 16.8 million metric tons. Jajian 
Proper accounted for 3.7 million tons in the two-year average, and Korea and 
Karafuto for another 1.8 million tons. U.S. Department of State, The Japanese 
Fishing Industry ^ 19S8~S9, and Prospects for 7.95.7, Washington, 1948, p. 21. Some- 
what higher figures for Japan, which include seaweed and are computed with dif- 
ferent conversion factors, will be found in Supreme Commander for the Allied 
Powers, GHQ, Natural Resources Section, Report No. 95, Japanese Fisheries Pro- 
duction, 1908-46, Tokyo, 1947. 

8 Tokyo Association for Liberty of Trading, The Economic Development of the 
Japanese Fishing Industry, Tokyo, 1937, passim. 
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which such operations generated in Alaska, the Soviet Far East, and 
certain regions to the south.® 

3. Mining. Exports were of more importance in the early develop- 
ment of modern mining in Japan. In the case of coal, Japan’s chief 
mineral resource, her producers soon found a profitable market for 
a part of their growing output in nearby China. During the 1890’s 
nearly a third of the tonnage of Japanese coal was regularly ex- 
ported. Additional amounts went into ship bunkers. In 1913 ship- 
ments to foreign countries, Korea, and Formosa reached their all- 
time peak of 3.5 million tons — one sixth of total production. (Table 
31.) Thereafter, as Japan’s own requirements for industrial fuel 
and power expanded, coal exports dwindled in importance. In fact, 
she now shifted to an import basis, owing to the increasing de- 
pendence of her metallurgical industry on coking coal from North 
China. Coal furnished well over half of her entire consumption of 
fuel and power. (See Table 4, above.) 

The coal industry thus ceased in the interwar period to have 
any large stake in the foreign market, except indirectly as it sup- 
plied fuel for other export industries and shipping. Its profits now 
depended rather on the restriction of imports, especially from Man- 
churia. The third ranking coal producer of the world, Japan pro- 
duced and consumed over half as much coal in 1936 as all the rest 
of Asia put together (excluding the USSR).^® In the rest of Asia 
(1937) about 0.07 metric tons were consumed per capita; in Japan, 
6.4 tons. To meet her deficiency in high-quality supplies, especially 
coking coal, she drew widely from surrounding areas — ^Karafuto 
(South Sakhalin), Manchuria, North China, Korea, and French 
Indo-China. 

Copper, Japan’s second most important mineral, was developed 
much more largely as an export in the early years. This ancient 
Japanese industry had long attracted the interest of foreign mer- 
chants. The ready market abroad prompted the rapid introduction 

B The State Department report cited above gives data from which are derived the 
following annual average production and trade of Japan Proper in flsh and shellfish 
during 1928-36 (in fresh fish equivalent, thousands of metric tons): 


Production 

9y^96 

Coastal and inland 

2,432 

Offshore 

715 

Overseas 

249 

Trade with foreign 

countries 

and colonies 


Exports 

253 

Imports 

288 


10 U.S. Department of State, Energy Reeourees of the Worlds Washington, 1949, 
pp. 37, 44. Consumption equals production plus net imports. 
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was about 60,000 and 66,000 tons respectively, the balance representing scrap and imported ore, concentrates, etc. NRS Report No. 
106, Copper in Japan, Tokyo, 1948, pp. 36-44. Not included here is foreign trade in copper, brass, and bronze manufactures, except 
for copper shapes. 
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of modern mining methods after 1868. Japan soon rose to second 
position among the world’s copper producers. Particularly she sup- 
plied most of the Oriental market for coin metal. Before World 
War I she exported 60% of her output, most of it in unfabricated 
form. (Table 31.) A good deal of the early stimulus to moderniza- 
tion and growth came directly from this export opportunity. 

Again, as in the case of coal, copper exports dwindled in signifi- 
cance after 1918. Domestic fabrication and use increased, while 
abroad new ore deposits were opened in Africa and Chile to meet the 
world’s requirements. Through the interwar period Japanese cop- 
per mines supplied little more than enough to meet the country’s 
peacetime needs. Foreign trade was a balancing factor: large ex- 
ports were revived again during the depression of 1929-32, whereas 
in years of high industrial activity imports exceeded exports by a 
growing margin. Unfabricated copper exports continued to absorb 
20% of Japanese refinery output during the years 1928-36. But 
twice as much copper was now imported from the Westerrf hemi- 
spliere, despite transport costs and the tariff now in force. 

In other metals the story was similar, except that Japan’s defi- 
ciency w'as typically much greater.” Even gold was produced in 
amounts only sufficient for the arts and industry. Monetary needs 
had to be met mainly abroad. 

4. Forestry. Finally, mention should be made of Japan’s “nat- 
ural ornament” — her forests. Along with arable land, coal, fisheries, 
and water power they constitute one of her chief natural resources, 
although their annual yield is comparatively slight in terms of not 
value product. Japan compares with Sweden, the most heavily 
wooded country of Europe, in the richness of her timber supplies. 
Some 55% of her entire land area is forested, a figure tw'icc as large 
as that for California, w'hich is about the same size. 

In feudal times these mountain forests remained in their primi- 
tive state. Only after the Restoration did they come under system- 
atic exploitation. At first there was serious overcutting, until a sys- 
tem of protection began to be evolved after 1890 on the large 
tracts owned by the Slate and the Imperial Household. Reforesta- 
tion is reported to have increased the forested area by 10% or more 
^from 1915 to 1935. Even then, domestic supplies of lumber and 
piilpwood failed to keep pace with the demand. After World War I 
Japan became increasingly dependent on the forests of Karafuto 

11 One other mineral produced in abundance in Japan is sulphur. Before the war 
Japan was the third rankinf? sulphur producer of the world, exportinf? about one 
third of her output. Although an essential raw material of .sulfuric acid, perhaps the 
most important industrial chemical, it was of minor importance in terms of money 
value. 
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(South Sakhalin). She also was forced to import from abroad, 
especially softwoods from the American and Canadian Northwest. 
In the years 1828-36 production in Japan Proper averaged about 
6,700 million board ft. Karafuto supplied 1,800 million ft., and 
foreign countries, Korea, and Formosa over 1,000 million ft.^* 
Lumber and pulpwood comprised about half of the forest yield of 
Japan Proper in money value. Some 30% was fuel wood, and 20% 
w'as grass, bamboo, and miscellaneous products. “ 

As with Japan’s other natural resource industries, this growing 
utilization of forest products took place almost wholly within the 
home islands. For her economic life was heavily dependent on wood. 
Housing and furniture were built almost entirely of lumber; char- 
coal remained the principal household fuel; and industrial develop- 
ment created large requirements for building construction, mine 
timbers, railw'ay tics, etc. The paper industry alone grew to con- 
sume nearly 10% of the entire lumber and pulpwood output of 
Japan and Karafuto. 

Exports of lumber and wood manufactures never attained sizable 
proportions in prewar Japan. They reached their all-time peak 
during the decade before World War II, wlien large amounts of 
construction materials were shipped to Manchuria, Korea, and 
Formosa. Yet lumber exports averaged only about 350 million 
board ft. during the years 1928-36, or 4% of production in Japan 
Proper and Karafuto. Other exports of wood in the form of paper, 
box shooks, matches, pencils, etc. added no more than 2%.^* Mean- 
while imports of lumber from foreign countries, Korea, and For- 
mosa were three times exports. Also, more pulp and paper (taken 
together in pulp equivalent) were imported than were sold abroad. 
In short, while the foreign market stimulated the rise of particular 
wood-using industries like those producing paper, matches, pencils, 

12 Excluding firewood. Annual estimates given in The Place of Foreign Trade 
in the Japanese Kconomg^ cited, vol. i, p. 301. See al.so U.S. Tariff Commission, 
Japanese Trade Studies, Special Jndustrg Analysis No. Jjumher, Washington, 
1945. 

13 According to the value of output in 1929-.’i3, as given in the weights of the 
Nagoya index of production. ‘‘Jloinpo Onshi Seisnmhutsu no Seisan Sfiryo,” Nagoya 
Chamber of Commerce and Industry, Nagoya Keizai Tokei Oeppo^ vol. viii, no. 4, 
May 1936, supplement. 

14 Lumber exports are given in The Place of Foreign Trade in the Japanese 
Economy-, cited, vol. i, p. 301. According to the same .source (p. 303), some 800 to 
1,000 million board ft. of domestic lumber (8 to 9% of total outy)ut) went into mak- 
ing pulp during the middle thirties. Most of this pulp w'us used for the manufacture 
of paper, of which about one sixth was sold abroad during 1928-36. Otlier miscel- 
laneous exports of wood manufactures amounted to only one third of lumber ex- 
ports in value and probably no more than 10% in wood content. {Japanese Trade 
Studies: Lumber, cited, p. 18.) 
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and rayon, it was a negligible factor in the growth of Japan’s 
forestry and lumber industry as a whole. 

Taken as a group, the extractive industries thus display a rather 
consistent pattern. Except in the case of a few products, the main 
stimulus to their growth was found in the developing internal mar- 
ket almost from the beginning. Silk, tea, and a few manufactured 
foodstuffs provided important earnings of foreign exchange, par- 
ticularly in the early decades. Silk in particular persisted as a major 
export commodity for sixty years. Copper mining and coal mining, 
too, developed initially in part to serve the requirements of nearby 
Far Eastern countries. However, along with domestic production of 
other minerals, food, and forest products, they also fell progres- 
sively short of meeting Japan’s own needs. After World War I 
tliey came to be based even more predominantly on the home market, 
except as coal was an industrial fuel widely used in export indus- 
tries as well. 

To measure these changing relationships in any exact f&shion 
over the entire period is virtually impossible in view of the short- 
comings of Japanese statistics. It would be a tedious affair in any 
event. In the foregoing paragraphs, therefore, attention has been 
focussed on the years 1928-36. These years of depression and boom 
give average export/production ratios which are fairly representa- 
tive of the interwar period. In only few instances, moreover, were 
they exceeded in earlier decades. 

To summarize: While silk and tea continued to be shipped abroad 
in substantial amounts, the export ratio for most farm products 
was less than 4%. For fish it reached 7%, mainly because of foreign 
sales of the fish caught and canned in northern waters. The food 
ratio as a whole is raised to 7%, too, when sugar and flour exports 
are included. For lumber and pulp it was no more than 6%, and 
for all forest products hardly 3 %, These export percentages, it will 
be recalled, include shipments to foreign countries and colonies of 
all sucli primary products even in processed form (except where 
they arc minor components of export manufactures). Tliey also 
include considerable amounts of sugar and wlieat imported from 
abroad and subsequently reexported after refining. In the case of 
’ minerals, imports now bulked so large as to make export/production 
fatios of little significance, though they were still very small. 

The reasons why Japan exported so little of her primary produc- 
tion, either in raw or manufactured form, deserve reemphasis. One 
reason was her comparative poverty in arable land and minerals per 
capita. But it is hardly enough to say this. Her extractive indus- 
tries grew substantially over a half century, as we have seen. In fact, 
her per capita output of fish, forest products, coal, and grains was 
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large relative to that of most other Asiatic nations. Equally im- 
portant was the rise of domestic demand for such products which 
accompanied the growth of population and industrial development. 
Japan’s own requirement absorbed her entire food output, and 
more. It also took most of those industrial materials which she could 
still produce at home in competition with (or with protection from) 
overseas supplies. In view of the scale of expansion witnessed in her 
extractive industries generally, this fact alone is significant evidence 
of the over-all growth of the Japanese economy. 

Manufacturing for the Export Market, It is in tlie realm of 
manufacturing industry, of course, that the world market has been 
of greatest importance to Japan. Sometimes, indeed, the growtli of 
Japanese industry from Meiji times is attributed mainly to the 
expansion of overseas demand. This is a misconception, as empha- 
sized earlier, and fails to offer any intelligible explanation of the sub- 
stance and breadth of Japanese economic development. Our first 
task, therefore, will be to place Japan’s prewar export trade in 
proper perspective as regards its quantitative significance. This will 
afford some basis for evaluating the role of the foreign market in 
contributing to her industrial modernization and growth. 

To relate production and export quantities in any inclusive 
fashion presents numerous difficulties, even more than in the extrac- 
tive industiics. Many gaps and ambiguities are found in the Japa- 
nese statistics. And in any case there are hundreds, even thousands, 
of products each distinct from the others in some degree. One is 
forced to group them in broad categories in terms of money values. 
Yet the more they are combined the more the aggregate ratio of 
exports to production conceals wide variations among branches even 
of a single industry. Moreover, where materials pass through several 
stages of manufacture their values get reported several times, so 
that gross production values cannot be added together witliout 
duplication. A bale of cotton yarn appears in cotton textile output 
both as yarn and as cloth ; a ton of iron is valued as pig iron, steel 
ingot, and then perhaps as printing machinery. On the other hand, 
if production aggregates are measured by net value added by manu- 
facture, to eliminate double counting, then complicated adjust- 
ments must be made in export values to put them on a comparable 
basis. 

In the following paragraphs an effort is made to cope with these 
difficulties in rough fashion so as to arrive at certain broad export/ 
production ratios, mostly for the decade 1928-37. They indicate at 
least the general magnitude of exports in relation to industrial pro- 
duction over a period which included years of both depression and 
prosperity, the latter extending through the trade boom of the 
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thirties. In few items was the overseas market more important in 
earlier decades. More commonly it was appreciably smaller. 

To begin with, it would appear that some 25 to 35% of the entire 
product of Japanese manufacturing was sold abroad in foreign and 
Empire markets during the years 1928-37. This is a very rough 
estimate, which covers both factory and workshop industry but ex- 
cludes the building trades. Very likely the correct percentage is 
nearer the higher than the lower limit.” For the preceding decade, 
1919-28, it was probably not far different. 

If as much as one third of all Japanese manufactures wore being 
marketed abroad during the interwar years this is indeed a sub- 
stantial share. In all probability it is larger than that for any other 
important industrial nation at the time, even the United Kingdom.” 

Gross manufacturinf^ output in factory and workshop Industry (excluding con- 
struction) was valued at 8,187 million yen in 1930, according to the Cabinet Bureau 
of Statistics. (Japan Economic Federation, Nationaf Income of Japan, 1930-193% 
Tokyo, 1939, p. 59.) Exports of industrial products, defined in more nr less compara- 
ble fashion, came to 1,700 to 1,750 million yen. {The Place of Foreign Trade in the 
Japanese Economy^ cited, vol. ii, tables 17-23.) This includes shipments to Korea 
and Formosa. In the gross out{)ut figure, however, there is a good deal of double 
counting of values of materials in successive stages of production. Such duplication 
is only slightly offset by the fact that exports are f.o.b., while production is valued 
at the factory. The real ratio of exports to production was probably in the neigh- 
borhood of 30% in 1930. It was somewhat higher during the years immediately 
preceding, as export values fell more rapidly than production values during the 
late twenties. From 1930 to 1936 it remained fairly constant. The figure of 25 to 
given above, is probably not wide of the mark. 

Another approach yields somewhat similar results for mining and manufacturing 
taken together (excluding foodstuffs). To the total value of net output in manu- 
facturing (excluding foodstuffs), as given in national income statistics, are added 
(1) the estimated value of indu.stria] materials produced in agricultiife. forestry, 
and fishing, which were mostly processed by .Tapane.se industry, and (2) the value 
of all raw materials and semimanufactures (excluding foodstuffs) imported from 
foreign countries and colonies in the same years for industrial u.se. With a further 
allowance for tran.sport merchandising and other services reckoned in sales prices, 
total gross output on this calculation comes to 5.0 to 5.5 billion yen in 19.30 and 
9.6 to 10.6 billion yen in 1936. Exports of manufactures and semimanufactures (ex- 
cluding foodstuffs), adjusted to a similar valuation at the factory, may be esti- 
mated at about 1.6 billion yen in 19.30 and 3.2 billion yen in 1936. This gives an 
export ratio in the neighborhood of .30% or more in both years. 

Both these estimates are obviously very crude, though perhaps adequate for 
present purposes. They are probably nearer the truth than the often-quoted figures 
of the Mitsubishi Economic Research Bureau {Japanese Trade and Industry^ 
Jtreeent and Future, I.ondon, 1936, p. 494). Here the export /production ratio for 
all Industry is computed as 23.7% in 1929, 18.2% in 1931, and 20.5% in 1933. It 
would appear, however, that exports to the .Tapanese colonies are disregarded, and 
that there is double counting of materials in arriving at production totals. Also, 
workshop output does not seem to have been adequately allowed for. 

i«The United Nations Economic Commission for Europe has calculated in- 
dustrial export/production ratios for seven leading manufacturing nations of 
Europe during 1938. {Economic Bulletin for Europe, vol. n, no. 1, first nuarter, 
1950, pp. 83ff.) With allowance for the difference in method of estimation, it would 



366 FOREIGN TRADE AND ECONOMIC GROWTH-II 

It was heavily weighted, however, by two items which bulked much 
larger in foreign trade than in total manufacturing industry. The 
first was raw silk, of which Japan has long been the world’s premier 
exporter. The second was cotton piece goods, in which she passed 
the United Kingdom as an exporter in 1933. 

Together raw silk and cotton fabrics accounted for no more than 
15 to 20% of gross manufacturing output (eliminating double 
counting) in the period 1928-36. In the early years their share was 
somewhat higher; from 1930 on, with the fall of textile prices and 
the ensuing boom in metals, machinery, and chemicals, it was to 
become even smaller. Yet they contributed over one third of all 
industrial exports to foreign countries and Japanese colonies dur- 
ing these years, and a similar proportion in earlier decades. Nearly 
75% of Japan’s raw silk output was sold abroad during this period. 
Virtually all of it went to the United States. Overseas markets like- 
wise took 55% of the cotton cloth woven in Japan, and about the 
same percentage of all cotton manufactures (net, by weight).” For 
a comparison one may cite the British cotton and woolen industries, 
which exported 73% and 47% of their output, respectively, in 
1930.'« 

Apart from raw silk and cotton cloth, the ex])ort ratio for Japa- 
nese industry was much lower in the aggregate during the interwar 
years. Probably it was no more than 15 to 20% in 1930. The new' 
rayon industry which mushroomed in the thirties was geared heavily 
to foreign sales. But the WDolen and silk-weaving trades continued 
to produce over three quarters of their goods for the domestic 
market. And the nontextile industries as a whole sold at least 4 yen 
of goods at home for every 1 yen’s worth sold abroad. Yet they ac- 
counted for as much as 75% or more of total net product in manu- 
facturing in 1930. In later years their preponderance w'as still 
greater. (See pages 455-61.) 

This average export ratio of 15 to 20% for nontextile production 
conceals wide variations among particular industries, of course. 
The pottery trade, to cite one large compf)nent, disposed of 50 % 
of its product overseas during most of the period 1928-36. Foreign 
and Empire markets likewise came to absorb 30 to e50% of the 

appear that none of these countries was as dependent as prewar Japan upon foreign 
markets for the disposal of its manufactures. 

17 Quantity figures for exports of cotton yarn, cloth, and other manufactures 

identified as cotton poods, all combined in equivalent yarn weipht, are given in 
U.S. Department r)f State, The Jnpanffse Textile Industry, Washington, 

1947, vol. II, tables 4, 8. 

18 Alfred E. Kahn, Great Britain in the World Economy, New York, 1946, pp. 68- 
69. In 1907 as much as 84% of Uritain’s cotton textile production was exported. 
Among the Japanc.se textile industrie.s, only raw silk ever approached this figure. 
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output of numerous other industries during the trade boom of 
the thirties. Mostly they were industries already producing exten- 
sively for home consumption: e.g., wheat flour, rubber goods, bi- 
cycles, enamelled ironware, and canned foodstuffs. In cement Japan 
was likewise the leading supplier of Far Eastern markets. She sold 
overseas about a fifth of her 1936 production of nearly 6 million 
tons. 

On the other hand, the engineering trades as a group, including 
machinery, industrial equipment, vehicles, clocks, and scientific in- 
struments, exported less than 10% of their output in 1930 and little 
more than 15% in 1936.^" Moreover, in contrast to textiles and other 
consumer goods, this capital equipment went largely to the protected 
markets of Korea, Formosa, and occupied China. Shipments grew 
as they did only because of heavy programs of capital construction 
and military expenditure, in which Japanese suppliers enjoyed a 
preferred position. The advancing maturity of Japan’s engineering 
industries is evidenced, nevertheless, in their strengthened competi- 
tive position. Naturally this improvement was most marked in those 
branches where the home market itself was large. The competitive 
strength of Japanese shipbuilders by this time is remarked upon 
elsewhere. The electrical equipment industry had grown under the 
tutelage of American manufacturing firms until it was in a strong 
position in all but a few subsidized lines like heavy turbogenerators 
and telephone apparatus. In textile machinery Japan had new rid 
herself of her long-standing dependence on British and Continental 
firms. By 1936 this was a 100-million-yen industry exporting 20 to 
30% of its output to China, India, and Empire areas. 

Still other major industries in Japan remained almost wholly 
confined to the domestic market. This was naturally true of the 
printing trades, and of electrical and gas utilities. The chemical 
industry, now beginning to reach major proportions, also exported 
comparatively little in the aggregate. Only in particular items like 

10 Exports of machinery, vehicles, etc. to foreign countries, Korea, and Formosa 
are added together, and corrected by deducting rubber tires and adding electric 
wire and lamps to make them more comparable with production totals. This gives 
exports of approximately 80 million yen in 1930 and 300 million in 1936. Production 
of such items in government plants i.s estimated by assuming that it stands in the 
same j>roportion to private factory output as does government plant to private 
^etpry employment — 35% in 1930 and 10% in 1936. Total gross output in the two 
years is thus placed at 940 and 1,890 million yen respectively. (All figures are from 
Ministry of Commerce and Industry, Kdjo Tdkeihyo [1930, 1936 1.) If we disregard 
any net addition to output from home workshops (plants of less than five workers) 
and assume that double counting of production values in factory statistics is offset 
by the high<T f.o.b. valuations placed on exports, the export/output ratio was about 
8% in 1930 and 16% in 1936. These calculations, and the assumptions which must 
be made in the absence of data, give a fair indication of the difficulty of computing 
accurate export /production ratios throughout the Japanese economy. 
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ammonium sulfate and dyestuffs did overseas markets take as much 
as 20% during the years 1928-37. So, too, with a vast range of 
small-scale industries producing variegated household goods, cloth- 
ing, and foodstuffs for the Japanese population.*® 

These ex port /production ratios for the decade 1928-37 may be 
taken as broadly representative of the relationships which pre- 
vailed throughout the interwar years. In most industries they were 
typically lower in the early twenties. They reached their peak at the 
height of tlie trade boom in 1936-37. To carry them back through 
still earlier decades is impossible, except for a few staple products. 
But they were substantially lower through most of the Meiji period 
and only advanced as Japanese industry expanded and matured 
after the turn of the century. 

As a final point of evidence it is of interest to compare the Nagoya 
index of manufacturing output (as reproduced and extended in 
Table 8) with the Oriental Economist indices of the volume of manu- 
factured exports to foreign countries (Table 30). The latter may 
be summarized by combining manufactured foodstuffs and other 
wholly and partly manufactured goods, each weighted with the 
actual values exported during 1920-29.** The results are as follows: 



Manufacturing Production 

Exports of Manufactures 
to Foreign Countries 

1905-09 

69 

61 

1910-14 

100 

100 

1915-19 

160 

178 

1920-24 

217 

157 

1925-29 

313 

252 

1930-34 

377 

326 


Surprisingly, the index of manufacturing output advances more 
rapidly after World War I than the export index. More accurately, 
the volume of exports declines in the early postwar years, when the 
difficulties of financial readjustment were reinforced by the Great 
Earthquake of 1923; then it moves rapidly ahead with the technical 
advances of the late twenties and the depreciation of the yen in 
1931. However, shipments to Empire markets arc excluded from 
this export index. If added, they would cause it to rise from 100 in 

20 These freneralixations are based on production and export values as piven 
in official statistics. The U.S. Tariff Commission’s Japanese Trade Studies, Washing- 
ton, IfJ+S, aflFords a convenient secondary source of data on the decade 1928-37, 
e.specially as exports to foreign countries and Empire markets are combined, item 
by item. 

21 The weights employed are as follows: manufactured foodstuffs, 5; other partly 
manufactured products, 50; other wholly manufactured products, 45. 
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1910-14 to at least 375 in 1930-34.” No close comparison of the 
two series is warranted, in any case, for each is open to various 
criticisms. About all one can say is that their behavior also fails 
to bear out the notion that Japanese industry developed mainly to 
serve a foreign market, or that it found its major stimulus in export 
opportunities. 

The home demand for Japanese manufactures thus absorbed con- 
tinuously most of the output of industry, as well as primary products 
and services. It developed pari passu with the expansion of overseas 
trade. Their relative importance varied widely from industry to in- 
dustry, as we have seen, and even among branches of a single in- 
dustry. In two large trades, silk and cotton goods, especially, ex- 
ports were of major importance, absorbing over half of Japan’s 
entire output after 1900. And elsewhere, in a number of industries, 
the proportion of exports to total production actually ran higher 
than the percentage given above, if account is taken of all materials, 
equipment, and services used to manufacture export goods. SJteel 
products and machinery manufactured in Japan, for example, were 
purchased extensively by other industries engaged in export busi- 
ness. Domestic sales of Japanese chemicals were in part sales to 
textile and pottery firms marketing their goods abroad. So, too, 
with coal, electric power, shipping, and railway services. 

Once foreign commerce grew to such large proportions, the for- 
tunes of the export trade made the difference between prosperity 
and depression in Japan. Indeed, from a very early date the com- 
mercialized sector of the economy was sensitive to fluctuations in 
world prices, incomes, and trading activity. As time passed this be- 
came increasingly true of the entire national economy. But Japa- 
nese industry depended no less on the prosperit}^ of home agricul- 
ture, on the buying power of masses of workers and small business- 
men, on the maintenance of domestic investment at high levels. In 
sheer quantitative terms, it was here that it found its chief stimulus 
to growth. If I have gone to tedious lengths in examining the sta- 
tistics, it has been to demonstrate this truth which is so often over- 
looked if not denied. The home market also grew apace in prewar 
Japan, and at all times absorbed the bulk of manufacturing output. 

Exports and Industrial Technology, Aside from its quantitative 
importance, what has been the influence of the foreign market on 
technological change in Japanese industry? What historical effect 
did it have on the acquisition of new skills, the adoption of new pro- 
duction techniques, the introduction of new business methods.? 

22 This correction for colonial trade is made on the basis of the total values of 
manufactured exports to foreign countries and to Korea and Formosa. In 1910- 
14 the colonies took about 7% of all such exports, and in 1930-34, 25 to 80%. 
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One direct contribution of exports is obvious. They paid for 
imports of machinery, food, and materials which were essential to 
the modernization and expansion of industry. Some imported ma- 
terials like raw cotton could have been produced more largely in 
Japan (at the expense of something else). In later years she also 
was technically able to provide a larger share of her machinery re- 
quirements as well. But the costs would have been greater, some- 
times proliibitive. Instead she chose to buy abroad. 

Through most of the prewar years such imports were financed 
almost entirely out of current exports, and not by foreign borrow- 
ing. Many countries have borrowed heavily abroad to finance in- 
dustrialization, and today most Asiatic nations count heavily on 
external assistance in one form or another. It is worth noting that 
Japan paid for heavy imports of producer goods over a long period 
with little aid from the outside. Her success in doing this is to be 
explained partly by various circumstances which restricted imports 
of consumer goods to small proportions and conserved most of her 
foreign exchange earnings for this purpose. Shipping and other 
invisible services also played a part. But mostly it was made possible 
by the rapid expansion of industrial exports, notably raw silk and 
cotton goods, and later a broad range of manufactures. Silk and 
silk manufactures alone paid for nearly oiie third of Japan’s entire 
purchases from foreign countries in the sixty years from 1870 to 
1930. 

Second, it was in the export trade that Japanese businessmen 
found some of the most profitable opportunities for new types of 
enterprise. This raised the general level of profit expectations, creat- 
ing new incentives to invest. Capital and labor employed in export 
activity produced in turn a growing stream of money income to 
swell the volume of saving and spending in Ja]>an. Expanding op- 
portunities abroad thus made for a more dynamic process of capital 
formation, and a fuller utilization of Japanese resources, than 
would probably have occurred in a more self-contained pattern of 
growth. The general outlines of this process were sketched in 
Chapter 5. Here we need call attention only to the added stimulus 
given directly in the export industries, and indirectly throughout 
the Japanese economy, by the general rise in productivity result- 
ing from industrial specialization in the world economy. 

Third, by enlarging the scale of operations in various industries, 
especially those producing goods of uniform, standardized design, 
the export trade made possible certain economies of large-scale 
marketing, production, and finance. Where the domestic market is 
too small to permit realization of the full advantages of size, this 
is one familiar gain from expansion abroad — a gain usually shared 
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by domestic consumers as well. If a country’s national market is 
small, either because of a sparse population or because of poverty, 
this benefit may accrue over a wide range of manufactures. And even 
where it is of considerable size, there are always particular com- 
modities and services which, because of their production technology 
or their limited demand, may be produced more efficiently with the 
addition of a foreign market. The combined market may support 
plants or firms of more nearly optimum size. More commonly, it 
may bring external economies associated with the growth of the 
industry as a whole. 

Actually, in the case of prewar Japan, these advantages accruing 
from foreign trade were less than might be supposed in view of the 
poverty of her home market and the extent of her export business. 
For the economies of large-scale production are greatest in those 
industries where a large technical unit of production offers de- 
cisive advantages, or where the growth of the market permits a more 
efficient specialization and coordination of the various component 
processes of an industry. They are most conspicuous in such in- 
dustries as fuel and power, metallurgy and machinery, and certain 
branches of chemicals. Thus Britain, Belgium, and Germany have 
all reaped important technologfcal gains from a large export trade 
in such products, particularly specialized types for which their own 
demand is necessarily limited. The exports of prewar Japan, by 
contrast, were largely confined to nondurable consumer good*. As 
late as 1930 as much as 57% of all her exports to foreign countries 
and colonies were textiles. Another 13% were fish and agricultural 
products. The remainder were divided between minerals and metal 
goods, on the one hand, and cheap consumer wares made of wood, 
celluloid, paper, rubber, etc., on the other. 

Most of these exports were produced in industries which also en- 
joyed a large home market. This was true, for example, of silk, 
cotton, and rayon piece goods; of flour, sugar, paper, and beer; 
and of metal products like bicycles and small electric motors. While 
generalization is not easy, it is safe to say that in most instances the 
mere addition of the export market brought no decisive gain in 
technical efficiency for the industry as a whole. In fact, one of the 
reasons for Japan’s success in ousting European competitors from 
Asiatic markets for cheap cotton cloth and other low-grade manu- 
factures was the very fact that these were broadly the things which 
the Japanese themselves purchased in large amounts. 

In the main Japanese exports were also products of industries 
in which the optimum-size plant was medium or small. Establish- 
ments of less than 100 workers turned out most of the exported 
tableware, toys, rubber shoes, electric lamps, pencils, straw braids, 
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brushes, hosiery, paper products, enamelware, and bicycles. They 
also produced a considerable share of the silk, cotton, and rayon 
piece goods. Partly this situation is explained by the dearth of capi- 
tal and advanced managerial skills, wliich made the typical factory 
in Japan smaller than comparable plants in the West. (See Chapters 
4 and 5.) Partly it reflected the fact that her comparative advan- 
tage in world markets tended to remain in those industries which, 
with a degree of modernization, could yet capitalize on her vast 
reservoir of cheap skilled labor. For example, this asset, organized 
in myriads of small worksliops coordinated and financed by mer- 
chant-employers, enabled her to win a third of the world’s interna- 
tional trade in toys during the thirties. 

With certain exceptions, Japan’s large-scale establishments and 
her great combines were relatively more prominent in sheltered in- 
dustries dependent mainly on the domestic market. For example, they 
figured largely in mining, metallurgy, shipbuilding, printing, power, 
and industrial chemicals. In some degree this may have been because 
it was easier here to restrict competition and concentrate control 
than in the export field. But chiefly it was because those industries 
in which the economies of large-scale production are most pro- 
nounced were also those in which Japan remained at a disadvantage 
in foreign competition, owing to her deficiency in mineral resources, 
her dearth of capital and advanced technical skills, and her low 
standard of living. Within certain industries, notably textiles, the 
export branch tended to be larger in scale of production and more 
integrated than the domestic branch. But in other trades, as in 
ceramics, rubber goods, and electrical equipment, the reverse was 
true. It was the larger firms and factories which produced indus- 
trial porcelain, rubber tires, and standard electric lamps — chiefly 
for the home market. By contrast, exports of tableware, rubber 
shoes, and minature bulbs for flashlights and Christmas trees were 
produced mainly in small establishments. 

Thus Japanese industrial exports remained concentrated largely 
in fields where the home market was also large — usually much 
larger — and where the most efficient technical unit of production re- 
mained comparatively small in scale, 

The industrial specialization fostered by the growth of export 
manufactures had, neverthelcs.s, certain significant effects on pro- 
duction technology and the scale of economic organization. Without 
becoming involved in the details, one may distinguish the principal 
effects which were typical over a wide range of Japanese manu- 
facturing. 

28 See T. Uyeda and associates, The Small Tnduatries of Japan, New York, 1938, 
passim. 
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First, the export trade not only enlarged certain industries, but 
it promoted a greater regional concentration of production in the 
neighborhood of the great port cities of central Japan. This made 
for high land values, and it added to the capital required for 
public works and to other social costs of urbanization. But it must 
also have fostered various externa] economies associated with the 
growth of industry and its concentration at convenient points for 
transport and marketing. Kconomies of this type could be realized 
even when the teclinical unit of production remained quite small. 
Bicycle exports, for example, came mainly from Osaka. Here they 
were assembled from thirty or more component parts manufactured 
by small, independent industrialists in the environs. Osaka, too, was 
the center for producing enamelled ironware and exported 80% of 
its output. The production of matches, another small-scale indus- 
try, was concentrated in Kobe. Here foreign timber, paper, and 
chemicals could be readily imported, while labor was furnished by 
the wives and children of workers in other industries. Similarly, in 
the Nagoya region were congregated thousands of small pottery 
manufacturers and textile weavers. They were able thus to capitalize 
on a large pool of skilled workers, ready access to stocks of ma- 
terials and equipment, and convenient marketing facilities. By 
1938 the three great industrial centers of Tokyo, Osaka, and 
Nagoya, all major export centers, accounted for 30% of Japan’s 
3.2 million factory workers and 33% of the country’s entire factory 
output. Yokohama, a small hshing village in Tokugawa times, had 
become a bustling emporium of 800,000 people. 

Japan’s excellent internal communications by sea and rail would 
have encouraged this pattern of regional agglomeration in any case. 
But an added impetus came from the development of export spe- 
cialties suited to this type of organization. Greater division of labor, 
organized and coordinated within a framework of overhead controls 
provided by merchants, banks, and large factories, made these clus- 
ters of small producers more efficient than they otherwise could have 
been. It enabled them to withstand large factory competition in 
domestic and foreign markets to a surprising degree. 

Exports and Standardization. The second influence of the foreign 
market on technological change in Japanese industry was con- 
r.ected with the character of the export demand. In general, as we 
have seen, Japan tended to export manufactures of the same general 
type as those used extensively by her own people. But there was 
one broad difference which prevailed over a wide range of products. 
Within many industries the foreign demand was directed toward 
goods of more uniform specification and standardized design than 
those produced for the home market. 
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To win foreign markets for processed foodstuffs and industrial 
materials, in the first place, the export trades had to be organized 
not only to handle relatively large orders, and to assure a regular 
flow of supplies, but also to bring about marked improvements in 
the quality and uniformity of shipments. In such items as raw silk, 
flour, tea, and vegetable oils the unreliability of Japanese products 
was a constant handicap. Often it was increased by sharp trading 
methods and low standards of commercial honesty. Only slowly and 
partially was this handicap overcome by the unremitting efforts of 
trade associations, industrial guilds, and the government itself. 

As the scale of domestic commerce and industry expanded, the 
same tendency toward upgrading or downgrading on the basis of 
standard specifications appeared in production for the home market. 
But typically it took place earlier and more largely in the export 
branch of an industry. Especially was this true where the buyers 
were the more mechanized factory industries of the West. By com- 
parison with the silk habutai weavers of Fukui, for example, the 
full-fashioned hosiery and broad-goods mills of New Jersey and 
Pennsylvania, with their automatic machinery, required silk yarn 
of more uniform size, of greater strength and elasticity. Export 
competition in such industries thus exerted a stead}' pressure in 
Japan toward technical improvements in manufacture, toward com- 
mercial honesty, and toward a more integrated, large-scale organiza- 
tion of the various stages from the raw material to the finished 
product. 

There were other Japanese industries in which the export demand 
was also concentrated largely upon goods of more standardized 
construction and finish than those sold in the liomc market, but not 
necessarily of better quality — often the reverse. Exported silk fab- 
rics, for example, were chiefly habutai, crepe, pongee, satin, and 
other wide materials of simple design. By contrast, fancy goods were 
woven mainly for Japanese use. Cotton exports first took the form 
of low-count yarns. Then they shifted increasingly to coarse sheet- 
ings, shirtings, drills, and T-cloths, largely in the gray. After 
World War I there was a marked trend toward bleached, dyed, and 
finished goods of greater variety; yet exports still contrasted with 
the variegated wdde and narrow colored cloths worn by the Japanese. 

The same contrast prevailed to a considerable extent in pottery," 
straw matting, wood and paper products, and a wide range of house- 
hold goods. Japan was able to keep up a limited export trade in 
luxury wares of individual craftsmanship for which her artisans 
had long been famous. But there was little demand in Asia for such 
things, and the Western market was closely restricted by high 
tariffs. Her big export opportunity developed in cheap, low-grade 
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consumer goods, notably coarse cotton cloth. Only slowly did it 
extend to more advanced manufactures. “Made in Japan” was apt 
to remain a synonym for crude and often shoddy wares, whether 
piece goods, pencils, or pots and pans. 

At home, on the other liand, Japanese industry supplied virtually 
the entire market, from the cheapest goods to the finest luxury 
goods. And even products turned out for mass consumption in Japan 
have commonly been distinguished by great variety of design and 
appeal. Westerners have often remarked on the aesthetic element 
in Japanese living. It expresses itself in individuality of taste and 
abhorrence of standardization in matters of clothing and household 
decoration. As already noted, this difference between foreign and 
domestic demands was conspicuous in the cotton goods market. Here 
the Japanese themselves continued to demand a wide diversity of 
stencil-dyed toweling, kasuri woven of specially dyed yarns for 
children’s wear, kokura ohiji for women’s sashes, and other striped 
and figured specialties less well suited to power weaving and large- 
scale finishing than the export staples. Over an increasing sphere 
of consumption this trait has been weakened in recent years. And, 
of course, it was never of im{)ortance in the markets for such prod- 
ucts as flour, beer, books, and machinery. Nowhere, however, has 
the standardization of consumer taste which typically goes with the 
spread of machinery and mass production met with greater resis- 
tance than among the Japanese. 

The contrast between the variety of consumer goods produced 
for home use, and the tendency of exports to concentrate more 
largely on items of more uniform quality and design, has made for 
a corresponding difference between the domestic and export branches 
of these industries with respect to their degree of mechanization 
and scale of organization. As among different industries we have 
seen that the rule does not necessarily hold. Sugar and foreign- 
style paper were manufactured for homo consumption with more 
capitalistic methods than toys and tableware for export. Even with- 
in a single industry, the export sector might be more primitive, as 
in the case of the “town manufacturers” of miniature electric bulbs. 
But more commonly it was the export firms which tended to lead 
in the introduction of power machinery and factory organization. 
Here, too, within particular trades, one finds an earlier and more 
pronounced trend toward integration, both horizontal and vertical. 

In such diverse industries as raw silk, tea, pottery, and bicycles, 
the export branch more readily passed from the handicraft to the 
merchant-employer and factory systems. Here there was stronger 
pressure to reduce the number of middlemen, and to develop more 
efficient arrangements for transportation and finance. Similarly, ex- 
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ports of silk, cotton, and rayon piece goods, being largely staple 
cloths of standard construction and simple finish, lent themselves 
more readily to power-loom weaving than the general run of fabrics 
consumed at home. They were also apt to be marketed through larger 
and more integrated organizations. 

In the cotton industry, for example, it was the Chinese and Korean 
markets for heavy, coarse gray goods which drew the big spinners 
into the weaving trade after 1893, and led to the introduction of 
the large weaving shed equipped with automatic looms. These big 
spinning-weaving companies were closely linked with raw cotton 
importers, shipping companies, and export merchants. They formed 
the first successful cartel in Japan, the Japan Cotton Spinners’ 
Association. They never succeeded in dominating the domestic mar- 
ket, however. All of the narrow^ fabrics and much of the wide ma- 
terial continued to be supplied by the smaller, specialist weavers, 
including medium-size independents and hosts of tiny workshops. 
During the interwar period the big firms even lost ground to the 
independents in the foreign field, as Japan’s export opportunities 
shifted progressively toward lighter, colored cloths of more varied 
design and finish. In 1933 they produced only 28% of all home- 
<*onsumed cotton fabrics, by yardage, and still less by value. Abroad 
they still accounted for as much as 55% of Japan’s exports of 2 
billion sq. yds. 

This diflerencc between the organization of production for the 
home and that for the foreign market ow'cd something to the policies 
of the State. Through special encouragements to combinations of in- 
dustrialists and traders in tlie export business, through commodity 
inspection and other technical aids, the government sought to pro- 
mote “rationalization'’ in the interest of a stable and prosperous 
foreign trade.^^ Mainly, however, it is explained by other circum- 
stances. 

To recapitulate, trading activity in distant, overseas markets by 
its very nature was apt to call for larger orders, greater certainty 
of delivery, and more capital. This was true even where the com- 
parison was with domestic activity organized on a national and not 
merely a neighborhood basis. Second, Japanese industrialists and 
merchants in direct contact wdth the outside w^orld were likely to 
acquire more readily the technical and administrative skills neces-" 
sary to large-scale production and selling, particularly in the 
earlier decades. Even the “capacity for organization,” a trait of 
initiative in wdiich the Japanese of all Oriental peoples seem to have 
been relatively w'cll endowed, had to grow^ wu*th experience. Bertil 
Ohlin refers to it as perhaps the scarcest of all the factors of pro- 

24 See Chapter 10 . 
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duction. Foreign trade was one field in which lucrative opportuni- 
ties soon developed for Japanese imitation and innovation in this 
respect. And finally the growth of manufacturing for export con- 
tributed still further to technological change by enlarging the scale 
of output in certain industries, particularly those turning out 
standardized types of goods easily suited to a more integrated and 
mechanized system of production. 

In this latter regard it is well to note that the Asiatic market 
played a more strategic role than trade with the West. Japan’s ex- 
ports to the United States, Europe, and the British Dominions 
continued mainly to be materials and manufactures produced by 
relatively simple processes in which hand labor was the chief element 
of cost. Beside raw silk and silk textiles, they included such things 
as tableware, toys, perilla and rapeseed oil, tea, canned fish, and 
wood and straw products. The bulk of Japanese factory exports re- 
quiring more advanced and capitalistic methods of production, first 
cheap clothing materials and later a variety of other goods, found 
their market mainly in the East. (In part this was due to high 
tariffs in the West, and also to Japan’s own preferential market 
in her colonies.) Trade wijth the West was immensely lucrative, 
especially before the decline of raw silk. It paid for much of the raw 
material and machinery which went into the development of Japa- 
nese industry. But the direct stimulus to more advanced processes 
of industrialization came more largely from the markets of the 
Orient, notably the Japanese home market, and secondarily that 
of Japan’s neighbors. 

The functional role of the export market in Japan’s economic 
development may thus be summarized as follows: (1) exports paid 
for essential imports; (2) they contributed to the dynamics of in- 
come growth and capital formation; and (3) they fostered tech- 
nological advance (a) by the contacts and industrial opportunities 
which they afforded and (b) by the enlarged scale of production 
which they made possible in certain industries. As argued above, too 
much importance should not be attributed to this last point, so 
far as prewar Japan is concerned. It was mainly nondurable con- 
sumer goods which she w^as able to sell abroad in large quantities. 
These were goods produced in industries in which for technical rea- 
sons the economies of mass production were limited, or they could 
be achieved in large part within the framework of Japan’s own 
sizable market. Where this was not so, it was apt to be because 
the Japanese as consumers were reluctant to accept such gains at 
the expense of standardization of taste. 

It may be that the decade 1935-4*5 marked a transition in this 
regard. For the technical strides made in Japanese engineering 
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through the war years created new potentialities for Japan to 
emerge as an important postwar exporter of metal products, chem- 
icals, and machinery, provided she can retool her industries and 
find the necessary trading opportunities. 

If circumstances allow Japan to realize this potential, her capital 
goods industries may partially overcome their other major handi- 
cap in prewar years — the small size of the Japanese market to 
which they were largely confined. They may thus help to fill the void 
left by the decline of overseas demand for silk and cotton goods. 
In consumer goods as well, Japan’s postwar trading opportunities 
arc to be found increasingly in the more advanced manufactures 
embodying a larger component of capital investment and developed 
industrial skills. 


Food Supply and Raw Materials 

The foregoing analysis of the role of foreign trade in Japan’s 
economic development has stressed first of all the historic function 
of trade as a highway of learning from the West, and as an acti- 
vator of change. Over this highway, and partly in response to this 
stimulus, Japan imported the techniques of tlie Industrial Revolu- 
tion, not in one great boa constrictor feat, but continuously and 
cumulatively over three quarters of a century. This she did largely 
through her own national efforts, and without benefit of large pro- 
grams of foreign assistance, except as equipment and capital and 
know-how were supplied by private enterprise in the West on a 
commercial basis. 

It was hardly less important, of course, that a nation with Japan’s 
swelling population and limited natural endowment should be able 
also to draw increasingly on world supplies of industrial materials 
and foodstuffs. Only in this way could it nourish and sustain its in- 
dustrial progress. This function of trade was secondary, or deriva- 
tive from the first, in that ability to buy such supplies grew out of 
advancing technology. But it was equally an essential condition of 
growth after the turn of the century. Each reinforced the other, 
and together they worked a revolution in the industrial arts, with 
far-reaching consequences for both national power and national 
well-being. 

Imports and Industrialization, So much has been written of 
Japan’s growing dependence upon raw materials from abroad that 
only the essential outlines need be sketched in here. It has been the 
price of industrialization, in the sense that it has involved the Japa- 
nese in the typical insecurities of a world -dependent, industrial 
state. Yet it has also been the means to industrialization, and its 
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necessary outcome if Japan was to realize the gains in real income 
made possible by her entry into the modern world. 

Several observations may be made first concerning the general 
course of Japan’s import trade through the prewar decades. Having 
already summarized its historic growth in the preceding chapter 
we shall focus here mainly on the position toward the end of this 
period, after the patterns of industrialism were well established 
but before they began to be distorted by the war and armament ex- 
pansion of the thirties. 

1. It will be recalled, first of all, that Japanese purchases abroad 
grew rapidly and persistently in volume through every decade after 
1860. (See Table 26, above.) Even after 1910 the indices maintain 
an annual rate of increase exceeding 5% down to the eve of World 
War II. 

2. Merchandise imports were equal to about one fifth of the net 
value of goods and services produced in Japan Proper during the 
interwar years. (Table 27.) They may also be compared with gross 
national expenditure on goods and services for private consumption 
and investment, and government purposes. Such expenditures rose 
from 12.8 billion yen in 19S0 to 18.1 billion yen in 1936, according 
to the figures of the Economic Stabilization Board.®® Meanwhile com- 
modity imports from foreign countries and colonies increased from 
2.0 to 3.6 billion yen. They now amounted in value to l-*^ to 20% 
of national expenditure, as computed here. This reflects a heavy 
degree of international dependence, but one which is fairly character- 
istic of many of the world’s great industrial and primary producing 
regions. 

As observed in Chapter 6, a fairly stable relationship appears 
to have prevailed from 1914 to 1937 between imports, on the one 
hand, and national income or expenditure, on the other. Any study 
of the Japanese trade cycle would require close examination of this 
relationship in various categories of imports, as affected by tech- 
nology and taste, investment activity, prices, tariffs, and other 
factors. Peculiarly important in the Japanese case is the dependence 
of exports on imported materials; far less than in the United States 
are imports a direct function of national consumer outlay. 

The appearance of a rather stable Japanese propensity to import 
during the interwar years should be regarded as a more or less 
fortuitous result of many divergent influences, rather than a line of 
“normal” relationship. However, two factors operated to preserve 
a large degree of stability at the time. First, the volume of imports 
was closely associated with the level of activity in Japanese in- 
dustry, which in turn largely influenced the level of national income. 

2B Bank of Japan, Economic Statistics of Japan, 1951, Tokyo, 1.962, p. 869. 
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Second, periods of high income in Japan (relatively) were periods 
of high import prices as a rule. This was not because the Japanese 
import demand (in contrast to the American) was large enough 
itself to influence world commodity prices substantially. It was 
rather that foreign trade was so important for Japan that her busi- 
ness fluctuations tended to follow the general pattern of economic 
fluctuations in the countries with which she traded. This brought it 
about that periods of high incomes in Japan were apt to be periods 
of high incomes and high prices abroad. A notable exception was 
the Japanese economic recovery after 1931 in the midst of continu- 
ing world depression. Even then the yen prices of imports rose 
steeply as national income increased, owing to the depreciation of the 
currency. (Table 26, above.) 

3. Japan continued to supply most of her import requirements 
from outside her own Empire. Korea was developed to furnish most 
of her imported rice; Formosa her sugar. Together they were the 
source of one quarter of her gross imports during the interwar years. 
Three quarters still came from foreign countries, however. Here 
Japan still procured virtually all of her external purchases of cot- 
ton and wool, of machinery, of coal, oil, and metals, as well as 
half of her food and fertilizer imports. Only after 1937 was a de- 
cisive effort made to shift to Empire (Yen Bloc) sources, and then 
with highly unsatisfactory results. 

4. llic process of industrialization, as we have seen, was vividly 
reflected in the changing composition of imports from foreign coun- 
tries. Imports of industrial materials, whether raw or partly manu- 
factured, grew inexorably decade by decade. (See Table 30.) Pur- 
chases of flnished manufactures lagged far behind. By 1930-34, as 
a result, 58% of Japan’s imports from foreign countries were in- 
dustrial raw materials — twice the percentage of 1895-99. Some 11 % 
were foodstuffs; and 16% were industrial semimanufactures. Whol- 
ly manufactured goods, ‘ averaging 230 million yen a year, wore 
only 14% of the total. (Sec Table 29.) With the accompanying 
shift of her exports toward manufactures, Japan now typified the 
industrial nation closely geared to an exchange of overseas materials 
for the products of her own factories and workshops. 

5. In one aspect of this change, however, Japan’s experience was 
hardly similar to previous experience in the West. Industrializing 
countries have often maintained or even increased their aggregate 
purchases of manufactures as their own manufacturing capacity 
grew. Even industrial exporting nations have usually tended to be 
large importers of fabricated consumer and capital goods, except 
when such trade has been restricted by tariffs, exchange difficulties, 
and “cold wars.” Some imports disappear as industrial capacity 
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matures, but their place is likely to be taken by new classes, finer 
grades, and more specialized types. 

By contrast, Japan’s imports of finished goods (excluding food- 
stuffs) actually declined in volume from 1903 to 1934, if the index 
of Table 30 gives a true measure. Whether any absolute shrinkage 
took place may be doubtetl ; the index for this category is quite un- 
satisfactory. Clearly, however, imports of manufactures failed to 
grow appreciably even with the rise in incomes and diversification 
of demand whicli took place in the country. Foreign machinery and 
producers’ equipment continued to play a strategic role, as empha- 
sized earlier, in C^liapter 6. Imports still equalled nearly 20% of 
the gross domestic output of such goods in 1930, and 10% as late as 
193C. But consumer goods were never imported in quantities at all 
significant in the domestic market. Apart from food, they did not 
exceed 100 million yen in 1930, and much less than this in the 
earlier decades. 

As Japan industrialized, her factories did not find much of their 
market through merely displacing consumer imports. Her experi- 
ence in this regard has been different from that of India, for 
example. Nor, on the otlier hand, has Japanese industrialization 
created a large import demand for consumer goods (other than 
food), either from the West or from nearby countries. 

While foreign exchange was largely devoted indirectly to consumer 
needs in prewar years, it was mainly in the form of industrial mate- 
rials to be processed at home. Industrialization was thereby quick- 
ened, for overseas trade contributed more efficiently to capital for- 
mation w'ithout a large “leakage” — or benefit, depending on the 
viewpoint — in the form of consumer manufactures from abroad. But 
it has been less advantageous to older industrial nations not blessed 
like the United States with raw materials for export to Japan than 
has been the industrialization of countries like Canada or Belgium. 
Japanese com])ctition in third markets was not softened by the cor- 
responding growth of a profitable market in Japan itself, except for 
primary producers overseas. The migration of the factory system to 
Japan had an expansive effect on the American economy as a wliole, 
and on the economy of the British (Commonwealth including the 
Dominions, but hardly on that of New England or the United 
Kingdom. 

Several circumstances explain this concentration on imports of 
food, raw' materials, and equipment to the virtual exclusion of con- 
sumer manufactures. One was the Japanese tariff, which is char- 
acterized more fully in Chapter 10. During the inter war period rates 
were raised to 30 to 50%, even 100%, on a wdde range of manu- 
factures, ostensibly to conserve foreign exchange. If Japan had rea- 
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son to complain of tariff restrictions in the West, the reverse was 
equally true. 

Other limitations were basically more important than the tariff, 
however. From nearby Asiatic countries there was little the Japanese 
consumer wanted except food. So far as Western goods were con- 
cerned, incomes were generally too low and consumer habits only 
moderately changed by the process of Westernization, even among 
well-to-do people. The t 3 ^pical house was a simple affair of wood, 
paper, and matting. Clothing was mainly cheap cottons, supple- 
mented by wool and silk. Tokyo department stores came to be filled 
with the factory-made gadgets so appealing to the Japanese, as 
well as Western-style articles of personal and household use. For the 
most part, however, home industries soon developed to supply such 
articles themselves, usually in cheaper and more satisfactory types. 
Durable consumer goods of complex design were out of reach of the 
Japanese pocketbook anyway. And finally, unlike India or Indo- 
nesia, Japan never acquired a large resident population of West- 
erners whose demands could be satisfied only with goods from their 
home countries. Thus consumer taste and purchasing power, as well 
as rapid industrialization fostered by a high rate of saving, com- 
bined to hold consumer manufactures to almost insignificant quanti- 
ties in the import trade. 

6. By contrast with manufactures, imports of raw' materials grew 
steadily in response to the demands of both the domestic market 
and the export industry. The distinction betw'een these two demands 
was taken up earlier in the discussion of gross exports and net export 
receipts. Again acknowledgement must be made of the work of 
Arthur B. Hersey and his colleagues in the report of the Depart- 
ment of State entitled The Place of Foreign Trade in the Japanese 
Economy^ cited earlier. For 1930 and thereafter they reclassify 
all Japan’s imports from overseas, distinguishing betw'een imports 
which reflect actual consumption in Japan (in their original or 
processed form) and other imports. Tlie latter are grouped some- 
what arbitrarily into two categories (vol. i, p. xix) : (1) imports 
used in exports, defined as “amounts ... of the principal raw' ma- 
terial [and a few subsidiary materials] used in each of a considera- 
ble number of exported commodities or commodity groups, to the 
extent that such raw material was imported”; and (2) imports 
offset by exports, defined as import quantities “against w'hich there 
were equal quantities of the same or similar exports,” but which 
were not actually used in exports. Only the residual imports, after 
deducting these categories, represent the net amounts going into 
home consumption (or changes in inventories). 

Table 32 classifies Japan’s import trade in 1930 according to this 
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distinction between commodities retained for consumption in Japan, 
and those used in or offset by exports. It is the counterpart of Table 
28 , above, where “originated” export values are distinguished from 
those offset by imports. Both are worthy of close study if the es- 
sential character of Japanese foreign trade is to be understood. 

Table 32. Gross and Retained Imports of Japan Proper from 
Foreign Countries, Korea, and Formosa, 193(P 
(millions of yen) 

Gross Imports 

From Retained 



Total 

(0 

From 

Foreign 

Countries 

(2) 

Korea Imports Imports 
and Offset by Used in 
Formosa Exports Exports 1 

('V W O'!) 

Imports 

Cols. 

-{4+5) 

(5) 

Total imports 

Food and 

2,006 


461 

161 

296 

1,549 

fertilizer^ 

G07 

346 

351 

72 

44 

579 

Food 

Fertilizer 

534 

192 

342 

55 

43 

435 

and fodder 

Metals and 

163 

" 164 

9 

17 

1 

144 

minerals 

Fuel : coal and 

316 

S93 

22 

26 

20 

269 

petroleum^ 

127 

124 

3 

26 

2 

99 

Iron and steel'* 
Other metals and 

121 

113 

7 


9 

112 

minerals^ 

Other industrial 

materials and semi- 

68 

55 

12 


9 

59 

finished products 
Cotton, wool. 

760 

630 

SO 

53 

232 

471 

rayon jnilp* 
Lumber and 

465 

457 

8 

4 

181. 

276 

paper pulp‘d 

62 

5.9 

3 

17 

6 

39 

Other inatcrial-s*' 

234 

161. 

69 

37 

42 

1 56 

Manufactures 

Machinery, vehicles, 
instriiiiients. and 
.other metal 

23 i 

226 

3 

4 


230 

manufactures* 

Other 

141 

141 

— 



141 

manufaeturesJ 

93 

85 

8 

4 

— 

89 


■ Compiled from U.S. Department of State, The Place of Foreign Trade in the Japanese 
Economy, Washington, 19i6, vol. i, passim; vol. ii, tables 1-16. Original data are from official 
foreign trade returns of Japan, Korea, and Formosa, with some reel a.ssiflcat ion. The figures 
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relate to nil iiii])orts of Japan Proper (including Okinawa and Karafuto), except for im- 
ports from the Mandated Islands. For Korea and Formosa data are from the trade returns 
of the colonies themselves. This introduces a slight element of noncomparahility with data on 
Japan's foreign trade. Reexports and reimports of Japan Proper are excluded throughout, as 
is the trade of Korea and Formosa with each other. Transit trade through Japan between 
foreign countries and the colonies is included. For a definition of “imports off.set hy exports” 
and “imports used in exports” .see the text. 

b Retained imports include (in millions of yen): rice, 167; sugar, 142; other grains and 
beans, 83; fertiliser, 123; fodder, 21. Retained oils and oilseeds, whether for food or other 
uses, arc placed entirely in “other” industrial materials. Imports used in exports are mainly 
unrefined sugar and wheat. Some 13 million yen of imports offset by exports are ammonium 
sulfate imports deducted to offset the nitrogen content of fertilizer exports. See Table 28, 
note b. 

c Retained imports included (in millions of yen): petroleum products, 88; coal, 11. Imports 
offset by exports are coal; imports n.sed in exports are oil. 

d Iron and steel exports in 1930, including amounts used in exports of iron and steel manu- 
factures, totalled 358,000 metric tons, or 12% of iron and steel imports (iron ore at 65% Fe 
content). This is prorated among imports of ore, pig, and scrap in proportion to the total 
imports of each, while iinport.s of rolled steel are assumed arbitrarily to he wholly for 
domestic utilization. 

e Excludes bullion and specie, and minor imports of nonmetallic minerals from Formosa. 
Retained imports included (in millions of yen): lead, 10; aluminum, 9; zinc. 7; tin, 4; and 
smaller amounts of cement, mercury, graphite, etc. Imports used in exports of metals and 
manufactures are estimated at 17% of the value of imports. 

f Retained imports included (in millions of yen); raw cotton and yarn, 19.5; raw wool and 
yarn, 80; rayon pulp, 2. (These figures are approximate.) Raw cotton to the value of 4 
million yen was reexported; imports u.sed in exports were as follows (in millions of yen); 
cotton, 172; wool, 8; rayon pulp, 3. 

s Retained imports were entirely lumber, after deduction of exports of lumber in various 
forms (17 million yen) and pulp imports u.scd in paper export.s (6 million yen). 

b Retained imports included (in millions of yen): oils and oilseeds, 18; hides, leather, and 
tanning materials, 16; salt, soda a.sh, and caustic soda, 12; other chemical.s, 23; dyes and pig- 
ments, 12; rubber, 11; commercial fibers, 11; miscellaneous, .53. 

1 Retained imports included (in millions of yen); machinery, instruments, watche.s, clocks, 
and ftrearm.s, 103; automobiles, cycles, and parts, 22; other metal manufactures, 16. 

J Retained imports included (in millions of yen); textiles (other than yarn) and clothing, 
27; paper, 13; and a residual for chemicals, drugs, glass, ))erfume, etc., 45. 


Nearly one quarter of the total value of imports from foreign 
countries and colonies in 1930 was used in (or offset by) exports. 
This ratio was fairly ty|;)ical of the whole interwar period. Among 
the overseas materials embodied in manufactured exports textile 
fibers predominated. Especially important was raw cotton. Here, 
too, are found sugar and wheat refined for export; about 12% of all 
iron and steel imports (Fe content) ; and similar shares of imported 
lumber, pulp, rubber, and other miscellaneous materials. 

The export trades built upon imported materials were industries 
in which Japan had won a comparative advantage abroad with her 
cheap skills, effective organization, and propinquity to Asiatic mar- 
kets. Or they manufactured overseas cotton, metals, etc., for sale 
in her colonies with the aid of Empire tariffs and other preferential 
advantages. Together these “import-dependent” export industries 
not only covered their own import needs, but furnished nearly half 
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of the net exchange receipts (“originated exports” in Table 28) 
available in addition to meet other import requirements of the 
Japanese economy. Japan was thus becoming heavily dependent on 
her “workshop” role in international trade. By reexporting a part 
of her imported materials in the form of higher-value manufactures 
embodying Japanese labor and skills, she was steadily enlarging 
her capacity to buy abroad to satisfy her own needs as well. 

Imports retained for consumption in Japan, so defined, amounted 
to 1,549 million yen in 1930. (Table 32.) In other words, about 
75% of all the commodities purchased overseas were available for 
home consumption, a'ftcr allowance for those which were used in 
exports, or offset by exports. (The latter are exemplified by coal 
imports from Korea matched by coal exports to Korea or else- 
where.) These retained imports furnished about 15% of the national 
income, the aggregate net flow of goods and services available from 
all sources in Japan to support the nation and add to its capital 
stock. Actually the figure is somewhat smaller. For the export de- 
ductions in Table 32 are confined mainly to the principal raw ma- 
terials used in each export industry. By way of illustration, iron 
and steel imports are deducted insofar as they were exported in the 
form of sheets, wire, machinerj^, pots, and pans; but no allowance 
is made for steel going into plant and equipment to be devoted to 
making export chemicals or cotton goods. Nor is imported coal, 
or oil, or building materials used in export industries reJ'.oned in; 
or imported machinery devoted to making export products. 

To refine the iinport/incomc calculation further is hardly w^orth 
while, in any case. A complex machine depends for its operation on 
the correct functioning of all its interdependent parts, and this 
applies no less to an industrial economy. Most Japanese industries 
producing for the home market required some imported machinery 
and materials. In this sense their whole contribution to national in- 
come depended on the flow of such imports in greater or less degree. 
Cotton goods for the Japanese market were produced wholly with 
imported cotton; food grown on Japanese farms likewise depended 
heavily on imported fertilizer materials. Railways, shipping, and 
public utilities required imported metals and machinery. Foreign 
trade had become the foundation of Japan’s entire industrial econ- 
omyr, far more than statistics of income/import relationships will 
show. Its drastic reduction, as in 1944-46, meant general paralysis. 

The organic role which particular imports came to assume through 
the prewar decades can lie made more explicit by looking more 
closely into Japan’s quantitative deyiendencc upon particular com- 
modities from overseas to supply her essential requirements. A com- 
prehensive summary of her supply position is presented in Table 
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33, again for the year 1930. It differs from most presentations of 
the subject in four respects: (1) it takes account of Empire trade, 
as well as trade with foreign countries; (2) it relates production 
and consumption to net imports, after deducting exports: (3) it 
combines materials in successive stages of processing— e.g., iron 
ore and metal; pulp and paper; wool fiber, yarn, and cloth — ex- 
pressing them in basic material units; and (4) it places production 
from imported materials — e.g., fertilizers — under imports rather 
than domestic output. Allowance is made where possible for in- 
ventory changes in estimating apparent consumption. 

Foodstuffs. Despite her need for industrial materials, Japan still 
devoted nearly 90% of her harvested acreage to growing food. Crop 
yields were among the highest in the world. Even so, an increasing 
share of the country’s food supply now came from overseas in the 
form of rice and wheat, beans, sugar, fats, and oils. In some degree 
this might be attributed to inefficient farming practices; also the 
diversion of acreage to more profitable uses such as sericulture (mul- 
berry farms) and building sites. Mainly, however, food imports 
were dictated by the over-all limitations of Japan’s land resources. 
The latter were inadequate to provide for a growing population at 
improving dietary levels. From 1911 to 1927, for example, domestic 
food output barely kept pace with a 20% increase in population. 
Meanwhile food consumption per capita actually rose 1C%. 'Phis 
was made possible only by a 277% increase in food imports.®® By 
1930 the nation was dependent on overseas sources for nearly one 
fifth of its total food supply (in brown rice equivalent).®^ 

Table 33 shows Japan’s position in 1930 as regards leading food- 
stuffs. Cereals, beans, and potatoes still supplied over 80% of the 
caloric intake of her people, now about 2,270 calories ]3er capita. Of 
these major foods, imports now furnished about 13% (in grain 
equivalent). Rice imports came mainly from Korea and Formosa, 
colonies dominated and developed to serve Japanese interests. They 
supplied the types preferred by Japanese consumers and were 
exempt from the duty of 1 yen per 100 kin (132 lbs.) levied on 
foreign rice in the Japanese market. Soybeans and wheat were otlier 
major food imports. Manchurian beans, together with Korean fish 
oils, furnished a large share of Japan’s entire fats and oils supply, 
40% of which now came from overseas. Formosa was also the chief 

20 Calculations based on E. F. Penrose’s indices of food production and Imports 
in Food Supply and Raw Materials in Japan, Chicago, 1930, p. 73. These arc geo- 
metric averages of quantity indices for individual items, weighted by annual average 
values, 1921-25. 

27 u.S. Department of State, Japan*s Food, Beverage, and Tobacco Position, 
1928-^6, Washington, 1948, table 1. 



FOREIGN TRADE AND ECONOMIC GROWTH — II SS7 

source of sugar, thanks to stiff duties on shipments from the Nether- 
lands Indies.^* 

In other foodstuffs the home islands were still virtually self-suf- 
ficient. Tea and fish were on an export basis, even though consump- 
tion per capita was higli. Similarly Japan was a large producer 
of vegetables. This self-suflSciency, however, was relative to the 
existing diet. Food consumption was now higher than elsewhere in 
the Far East, except in Manchuria and Malaya. Yet the Japanese 
diet remained deficient in proteins, minerals, and vitamins. Partly 
this was due to unbalanced concentration on rice, a low-protein 
cereal whose chief virtue is that it economizes land. (An acre of 
Japanese rice land produced 55% more calories than land in wheat 
and 188% more than land in beans.) Partly it was due to excessive 
processing of rice and other foodstuffs which robbed them of 
vitamins. 

Especially low was the intake of animal foods other than fish. 
Except for poultry and eggs, such products were co)isumed in 
negligible amounts, and mainly by prosperous people in the cities. 
Animal husbandry is a very expensive use of land in terms of caloric 
yield. Over half of Japan^s farm families had no livestock at all. 
No great improvement could come except through imports; yet 
here meat and dairy products were significantly lacking, and feed 
concentrates were also expensive. Despite the abundance of fish, 
protein consumption was hardly two thirds of that in high-standard 
countries of the West. 

Empire self-sufficiency in food, an important plank of national 
policy, thus implied actual diet deficiency. It posed a growing di- 
lemma for those who saw in it an essential point of national security. 
In importing more and more of her food Japan was repeating the 
experience of every populous nation industrializing on a slender 
base of natural resources. As a matter of fact, her import deficit of 
20% was still far below that of England, which had imported three 
quarters of her wheat and 40% of her meat from far more distant 
regions of the world in the decade before World War I. Neverthe- 
less, it heightened the sense of insecurity which pervaded large ele- 
ments of the population. More than anything else it made the 
“population problem” — certainly nothing new in Japanese history 
— a subject of public agitation for the first time in the twenties. 

Industrial Materials and Fuel, The same expansionist pressures 

28 Noting that sugar was hardly consumed at all in rural districts, Kokichi Mori- 
moto wrote at about this time: “Owing to a heavy protective tariff in the interests 
of native sugar, the price of sugar in Japan is scarcely exceeded anywhere in 
civilized countries.” The Efficiency Standard of Livinp in Japan, Tokyo: Japan Coun- 
cil, Institute of Pacific Relations, 1931, p. 41. 
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Table 33. Net Imports, Production, and Consumption of Leading Foodstuffs 
and Industrial Materials in Japan Proper, 1US(P 
(thousands of metric tons, except as indicated) 

Net Production Apparent Percentage of 

(Retained) (from Domestic Domestic Net Imports to 
Imports^ Materials) Consumption^ Net Supply^ 



w 

(2) 

(.?) 

{CoU. 

Foodstuffs 

Rice* 

1,127.4 

8,710.4^ 

10,029.5 

11.6 

Other cereals*^ 

253.1 

3,007.9 

3,323.0 

7.7 

Beans 

703.0 

461.1^ 

1,164.1 

60.4 

Sugar 

708.4 

98.8^ 

867.2 

88.6 

Fats and oils’* 

45.0 

63.0 

108.6 

41.4 

Tea 

— 9.0’ 

38.0 

29.7 

— 

Fertilizers^ 

Nitrogen content 

127.0 

502.0 

629.0 

20.2 

Potash content 

60.0 

340.0 

406.0 

16.2 

Phosphoric acid 
content 

181.0 

200.0 

381.0 

47.5 

Fuels 

Coal 

325.0 

31,480.0 

31,811.0 

1.0 

Petroleum (tiuiusands 
of barrels 

12,700.0 

3.300.0 

1 4,000.0 

79.4 

Metals and other 
minerals 

Iron and steel’ 

2,015.0 

450.0 

2,015.0 

85.3 

Copper 

—29.0’ 

79.0 

49.4 

— 

Lead 

49.0 

3.8 

52.8 

92.8 

Zinc™ 

32.7 

14.8 

47.5 

08.8 

Tin 

2.6 

0 9 

3.5 

74.3 

Aluminum 

10.5 


10.5 

100.0 

Cement 

— 505.7’ 

3,748.4 

3,182.7 


Salt 

357.4 

028.5 

986.0 

30.2 

I'extile materials 

Silk" 

— 30 4’ 

42.0 

8.0 


Cotton* 

2o8.0 

— 

2 40.0 

100.0 

WoolP 

29.4 

— 

32.3 

100.0 

Rayon pulp** 

7.7 

- 

6.5 

100.0 

Other materials 

Lumber (million.s of 
board feet)’’ 

876.0 

6.300.0 

7,170.0 

12.2 

Paper pulp (and 
paper)" 

— 9.8’ 

625,5 

615.7 

— 

Rubber^ 

20.0 

— 

20.0 

100.0 

Hides and skins" 

18.0 

6.0 

24.0 

75.0 


a Cornpilfd prinripally from U.S. Department of State, The Plnra of Foreign Trade in the 
Japanese Economy, Washington, 1946; and U.S. Foreign Economic Administration, Japanese 
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Trade Studieit Washingtcin, 1945. Japan Proper, as deAned here, includes the main islands, 
Okinawa, and Karafuto, but excludes all other parts of the Empire. 

b Imports from foreign countries, Korea, and Formosa, minus exports to these areas. Net 
imports take account of imports and exports of food and materials as such, together with 
estimated trade in such items in other stages of processing (c.g., wheat and Hour, metals and 
ores, fibers and yarns), exprcs.scd in material equivalents. Minor amounts embodied in im- 
ports and exports of certain finished manufactures are ignored. Domestic production from 
imported materials (e.g., fats and oils, iron and steel) is included under imports rather than 
under production. 

c Production from domestic materials plus imports minus exports, adjusted in certain cases 
(indicated in notes) for changes in stocks where data are available. 

d Ratio of net imports to the sum of production and net imports. The latter sum corresponds 
to apparent domestic consumption except in cases where changes in stocks are taken account 
of in estimating consumption. These cases are noted below, 
e In brown rice equivalent. Consumption reflects a decline of 192,000 tons in stocks. 
fCrop year beginning November 1929. 

a Wheat trade includes flour in wheal equivalent; wheat production is for 1929-30 crop year; 
net wheat supply is one third of the total for “other cereals.” 

b Domestic output includes only production from domestic materials, mainly fish. Imports 
include fats and oiKs, chiefly fish oils from Korea, and oil-bearing materials (91,000 tons oil 
equivalent), mainly soybeans fn»m China and Korea. Exports were both fish and vegetable 
oils, totalling 93,200 tons. Probably 75% or more of Japan's fat and oil consumption was for 
food; much of the remainder for soap and candles. 
iNet export. 

i Fertilixer .supply of all types, as estimated by the Department of State. Domestic produc- 
tion was mainly manure, compost, andjiight soil, with lesser amount.s of commercial fcrtillxers 
produced from domestic materials. Imports were chiefly oil cake, ammonium sulfate, phosphate 
rock (H% from Japan's Pacific island mandate), and potassium salts. Exports of 51,000 tons 
were largely ammonium sulfate and superpho.sphate.s. 

k Estimated as follows (in millions of barrels): reported imfiorts, 13.0; exports 0.3; do- 
me.stic output, 2.0 plus 1.3 imported from Karafuto by the Navy; increase in stocks, 2.0. The 
Army and Navy u.sed possibly 10%. (Department of State, op.cit., vol. i, p. 228.) 

1 Total imports of 3.0 million ton.s include iron content of ore imports (1.5 million tons) plus 
pig iron, scrap, rolled and finished steel. Exports of iron and .steel ns such and of Iron and steel 
used in machinery cxporl.s estimated at 3.58,000 tons. Domestic outjnit includes iron content of 
domestic ores only (140,000 tons) plus 300,000 tons of domestic scrap used in steel production. 
Stocks of ore and scrap incrcn,sed 450,000 tons (Fe content). 

« Imports include domestic production of zinc (9,822 tons) from imported ore. 
nRaw silk imports (including silk yield of cocoon imports from Korea), 2,710 tons; raw 
silk exports, 28,250 tons; silk content of ]>iece goods exports, 4,899 tons; added to stocks of 
raw silk and fabrics, apjiroximately 4,000 tons. 

0 In yam equivalent. Imports of cotton fiber (net) and yarn, .505,400 tons; exports of yarn, 
cloth, etc., 237,400 ton.s ; added to stocks of cotton and cotton goods, 28,000 tons. 

Pin yarn equivalent. Imports of raw wool and yarn, 32,400 tons; exports of woolen goods, 
3,000 tons; stocks of wool and woolen goods reduced 2,900 tons. 

q In rayon yarn equivalent. Imports of rayon pulp, 17,900 tons; exports of rayon goods, 
10,200 tons; added to pulp stocks, 1,200 tons. 

f Production includes all timber felled in the main islands and Karafuto, excluding fire- 
wood and pulpwood, the latter e.stimaled roughly at 900 million ft. Exports of 2.30 million 
ft. do njt include wood u.sed in exports of veneer, match sticks and boxes, lacquer, and 
other wood manufactures. 

■ In pulp equivalent. Total imports of pulp, 58,900 tons; paper imports, 64,000 tons; paper 
exports, 133,000 tons. 

tTwo fifths of crude rubber imports (which totalled 33,000 tons) are deducted as a rough 
allowance for exports of rubber manufactures. (<6i(/., vol. i, p. 316.) 

« Imports and consumption are approximations, taking account of small imports and ex- 
ports of leather on a hides basis. 



390 FOREIGN TRADE AND ECONOMIC GHOWTH-Il 


were forcing Japan to ever greater reliance on industrial materials 
from overseas. Imports grew steadily in volume and variety, shifting 
from processed to unprocessed forms as Japanese industry matured. 
As remarked in Chapter 3, they did not so much replace as supple- 
ment the growing output of Japan’s own farms, forests, and mines. 
Together overseas purchases and home output moved upward from 
decade to decade. But the former rapidly gained on the latter as 
industries multiplied and drew more and more of their materials 
from abroad. 

These growth relationships are depicted in general terms in the 
following indices:” 


Imports of 

Foreign Raw Domestic Output 
Manufacturing Materials and of Industrial 
Output Semimanufactures Materials 


1904 

59 

65 

67 

1910-14 

100 

100 

100 

1920-24 

217 

190 

140 

1934 

460 

319 

184 


By 1930 some three fifths of Japan’s total import trade com- 
prised industrial materials in raw and semimanufactured form. 
(Table 32.) Over two thirds of these materials, amounting in value 
to nearly 900 million yen, were retained in Japan to produce con- 
sumer goods and capital equipment for the home market. Retained 
imports are related to production and consumption in twenty-one 
leading classes in Table 33.*® 

In contrast to foodstuffs, only 10% of Japan’s import require- 
ments in industrial materials, raw or semiprocessed, were supplied 
by her colonies. (Karafuto is included as a part of Japan Proper.) 
Nor as yet were the resources oi Northeast China soon to be seized 
by the Japanese Army of major significance. (The situation later 
in the thirties is remarked upon in Chapter 10.) Essentially Japan’s 

20 Manufacturing output and domestic raw material production are measured by 
the indices of Tables 8 and 2, respectively, above. The import index combines the 
indices of Table 30 for raw materials and semimanufactures from foreign countries, 
weighting them in a 3:1 ratio corresponding to the values of imports in these 
categories during the years 1921-25. If materials from Korea and Formosa were 
included after 1910 the index would more nearly keep pace with the manufacturing 
index. 

*0 “Retained” and “net” imports in Tables 82 and 33 are identical for most items. 
The principal differences are that paper exports of 4 million yen arc deducted in 
Table 82 under manufactures rather than lumber and pulp; while on the other 
hand the latter category in Table 38 Includes a deduction for exports of certain wood 
products which are disregarded in Table 82. 
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import trade was world trade. She purchased abroad in the cheapest 
market, gaining full advantage from cheap water transport which 
enabled her readily to resort to distant sources of supply. If food- 
stuffs came mainly from the colonies, industrial materials were 
drawn from the natural resources of North America, the Asiatic 
continent, and the Southwest Pacific. The United States furnished 
cotton, oil, metals, phosphates, lumber, hides, and skins. From 
China came cotton, coal, pig iron, hides, vegetable oils, and bean 
cake. Australia supplied wool; India, cotton and pig iron; and 
Southeast Asia, oil, rubber, iron ore, tin, and tropical fibers. 

Textile fibers had long been the largest category of retained 
imports. The only clothing fiber produced at home was silk, and 
this was largely exported. Already, however, retained imports of 
metals and minerals rivalled textile materials in money value. (Table 
32.) Of Japan’s total iron and steel supply, 85% was imported in 
the form of ore, pig iron, scrap, and rolled and finished steely Except 
for copper, the same home deficiency shows up in most other metals. 
It also prevailed in petroleum supplies, even with the output of 
Karafuto regarded as domestic. Coal imports were significant beyond 
the small fraction of total teJnnage they supplied, of course. They 
furnished anthracite fuel and about one third of the coal used in 
making metallurgical coke for blast furnaces. If Table j^3 were 
lengthened still further, it would only confirm Japan’s striking de- 
pendence on the network of world trade for her essential mineral 
requirements. 

The case of fertilizer imports is particularly noteworthy, in view of 
the food problem discussed above. Traditionally Japanese farmers had 
been compelled to rely almost wholly on green manure, compost, 
wood ashes, and night soil. The importance of night soil, in the 
absence of stock farming, is indicated in the remark of one agri- 
cultural expert: “The Japanese farmer, he keep five head of stock, 
his own family.” As requirements grew, these self-supplied fertilizers 
were supplemented by fish meal and bean cake, both domestic and 
imported. After World War I chemical fertilizers came into increas- 
ing use to push crop yields still higher. In large degree the basic 
materials had to be imported from foreign countries. Table 33 
shows imports providing 15 to 20% of Japan’s total nitrogen and 
potash fertilizer, in all forms, and nearly half of her phosphates in 
1930. However, for commercial fertilizers, which were much more 
expansible than the self-supplied varieties, the import shares were 
45%, 40%, and 75% respectively. 

Without such imports of chemical fertilizer, oil cake, and phos- 
phate rock the Japanese would have been forced to import far 
greater amounts of food to raise their dietary levels. For the nation 
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as a whole they economized precious foreign exchange. For the 
farmer they raised the ceiling which otherwise would have set 
even closer limits on any advance in productivity and income. 

A New Demand for World Supplies. One final question may now 
be asked concerning the broad impact of Japanese industrialization 
on world markets for raw materials. Did her increasing purchases of 
such materials in raw and semifinished form represent a net addition 
to the world demand? Or did they represent mainly the displacement 
of British, European, and American manufactures of these materials 
by Japanese manufactures now sold in Japan and third markets? 
Did the growth of Japanese industry enlarge the aggregate world 
market for cotton, iron, rubber, etc? Or did it simply redirect the 
processing business from Western factories to Japan? 

To answ’^er this question in detail would take one into the rami- 
fications of production and trade in many commodities and markets. 
In over-all terms, however, certain statistical conclusions can be 
drawn fairly readily for the period 191 1-1 13 to 1928-30. The com- 
petitive dislocations in world markets after 1932 would modify 
them in some degree, but tliey hold in substance for the entire period 
from 1900 to 1935. 

1. Japan’s gross imports of industrial raw materials and semi- 
manufactures rose 140% in aggregate volume over this seventeen- 
year period, judging by the indices employed in Table 30. About 
75% (by value) were retained within Japan for consumption in 
1911-13 as well as in 1928-30. (This is a little higher than the 
figure for 1930 given in Table 32.) Already nearly one half of her 
raw^ cotton imports were being reexported in 1912 as yarn, cloth, 
and other cotton manufactures, mainly to Korea and China. (Above, 
page 31.) These exports were even then making substantial in- 
roads on the markets of British and American competition and 
of native handicrafts in the Far East, and similar dislocations 
continued on a larger scale in later years, especially in the thirties. 
To this extent they shifted raw material demands from the indus- 
tries of other countries to those of Japan. In the process they 
generated serious trade disputes and political friction.®^ 

2. Most imported foreign materials, however, were retained for 
utilization in the Japanese islands. Such retained materials also 
grew about 140% in volume from 1911-13 to 1928-30. Adding in 

31 Low-priced Japanese floods also tended to enlarge the aggregate consumption 
of these pnidiicts in foreign countries, by replacing more expensive Western goods. 
In some degree, too, they freed purchasing power to be spent on other products. 
These secondary effects make any real appraisal of the effect of Japanese competi- 
tion on the older industries of the West a complicated calculation which — needless 
to say — rarely entered into the disputes and agitation of the thirties over Japanese 
trade. 
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the supplies secured from Korea and Formosa raises the aggregate 
growth to something like 150%. As no full deduction is made here 
for imported fuel and other commodities used in export industries, 
however, it would be safer to conclude that domestic utilization of 
industrial materials in consumer and capital goods for the hojne 
market was about 2.4 times as large at the end of the period as 
at the beginning. 

3. This increase in retained imports was mostly a net gain in 
Japanese consumption of such materials from overseas. In no im- 
portant degree was it. merely the replacement of similar materials 
previously embodied in finished textiles, machinery, chemicals, etc. 
imported from the West. Imports of finished manufactures failed to 
grow largely in volume, as we have seen. Tliey persisted mainly in 
restricted fields — high-priced consumer specialties, and complex 
types of machinery and equipment. But their raw material content 
was never large by comparison with Japanese purchases* of crude 
and semifinished materials after 1910. P'or example, the metal con- 
tent of machinery imports in any year was insignificant alongside 
the 2.6 million tons of iron embodied in retained imports of iron 
and steel products in 1930. 

4. Clotliing fiber imports are of special interest, because of their 
importance to the Japanese standard of liviiig. Japanese consump- 
tion increased in the aggregate some 80 to 90% from 1911-13 to 
1928-30, or 40 to 45 per person. As in the case of foodstuffs, this 
increase is attributable almost wliolly to imports of raw materials 
from ovcr.seas. Cotton yarn consumption was about 140,000 metric 
tons a year in the earlier period, after allowing for exports of cot- 
ton goods. By 1928-30 it liad reached 240,000 tons. Meanwhile the 
])opulation grew from 50 to 64 million, so that per capita consump- 
tion rose from 6 to 8 lbs.** Silk, wool, and rayon now furnished about 
one sixth of clothing fiber consumption fby weight). Like cotton 
goods, wool and rayon goods wore made wholly from imported 
materials. 

As much as 95% of Japan’s prewar clothing fibers thus came 
from overseas. Had slie consumed her own raw' silk, instead of ex- 
porting it, she W'ould hardly have remedied this deficiency, except 
at very much lower level of consumption. Not only w'ere the 

82 The 1911-13 fipure actually covers 1910-13. It i.«; based on official data for 
cotton yarn output and for all imports and exports of yarn and manufactures. The 
yarn equivalent of exports of piece pjoods and other cotton goods is from U.S. 
Tariff Commission, The Japanese Cotton Industry and Trade, Washington. 1921, 
pp. 21, 23. Changes in inventories of cotton and cotton goods are allowed for in 
estimating 1928-30 consumption, or “net disappearance” {The Place of Foreign 
Trade in the Japanese Kronowy, cited, vol. i, pp. 278 -HO), hut not the earlier figure. 
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amounts of silk relatively small, but when exported they paid in 
considerable degree for her cotton and wool. Only in the late thirties 
did Japan free herself from almost total dependence on foreign 
clothing fibers, by building up domestic output of rayon pulp to re- 
place imports. The result was a drastic decline of clothing standards, 
both in quantity and quality. 

5. Quantitatively, therefore, Japan’s growing requirements for 
industrial materials from overseas was mainly a new demand for 
the primary products of world suppliers, growing out of her ex- 
panding home market. Abroad her export industries displaced com- 
petitive manufactures here and there, especially in cotton textiles. 
In such cases they enlarged the total demand for those particular 
raw materials only as they tapped new layers of demand for cheaper 
goods. However, over two thirds of her aggregate purchases through 
the prewar decades were utilized for domestic purposes, even after 
these export industries grew to sizable proportions. Here they rep- 
resented mainly a net addition to world demand. The chief exception 
again was cotton textiles before 1913, when the Japanese industry 
had yet to occupy fully the home market. Yet even there the displace- 
ment of Western piece goods was small by comparison with the 
subsequent growth in the Japanese consumption of American and 
Indian cotton, or Australian wool. 

While Japanese industrialization tended in some degree to shift 
the market for cotton, rubber, pig iron, and other materials from 
the factories of the West to the factories of the East, its main 
consequence has thus been to enlarge and diversify the aggregate 
market for such primary products and to expand the world econ- 
omy. From a world standpoint the first consequence has .been to 
some extent the price of the second. For the Japanese market itself 
w'as able to reach such proportions only as Japan developed buying 
power through making herself into a workshop fabricating overseas 
materials for sale abroad. The one aspect of her development has 
been essential to the other. How to accommodate the dislocations 
imposed upon older, established industries in the West has been — 
and will again be — one of the chief problems of economic states- 
manship in the Pacific. 

Multilateral Trade and Economic 
Opportunity 

It remains to delineate one cardinal feature of Japan’s prewar 
trading expansion. Only passing reference has been made thus far 
to its world-wide character, and to the mutual interdependence of 
those changing relationships which she developed with major regions 
of the globe. 
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Global Pattern of Commerce, The spread of Japanese trading 
activity around the world is illustrated in Table 34. Underlying 
the shifts portrayed here, of course, was a progressive specialization 
in the exchange of factory products for imports of food and in- 
dustrial materials. The modest imports of early years were dis- 
tributed over a wide range of manufactures and materials — mostly 
from Britain and China respectively. In payment, tea, silk, and 
various handicraft wares were shipped to the West. Nearby coun- 
tries furnished a ready market for a few primary products like 
coal, rice, and copper. Before the turn of the century trade was 
distributed fairly evenly between Europe, Asia, and the United 
States, except that American producers of industrial materials and 
equipment had yet to win a significant share of the Japanese market. 

Table SI. Overseas Trade of Japan Proper, hy Regions, 
ms, 1913, 1936^ 

(millions of yen) 


EXPORTS IMPORTS 

1893 1913 1036 1893 1913 1936 


Ail countries 

88 

716 

3,585 

86 

795 

3,641 

Asia 

27 

360 

2,263 

37 

413 

1,937 

Japanc.se colonies: 

Korea and Formosa 

— 

84 

892 

— 


877 

China (including 

Manchuria and Hongkong) 

23 

218 

716 

25 

93 

398 

India 

2 

30 

259 

9 

173 

372 

Southeast Asia 

— 

24 

302 

1 

81 

238 

United States 

28 

189 

603 

6 

122 

847 

Europe 

28 

U7 

308 

40 

220 

330 

United Kingdom 

5 

33 

147 

28 

123 

73 

British Dominions 

3 

H 

HI 

— 

17 

300 

Other 

2 

6 

270 

3 

23 

227 


■ See notes to Table 26 on the sources and characteristics of these trade statistics. In order 
to depict the over-all regional pattern, Japan's trade with the Kwantung Leased Territory, 
and with Manchukuo in 1936, is included here wdth China, though the former areas were 
virtually parts of the Japanese colonial empire. The Hongkong trade was partly transit trade 
with Southeast Asia, but is also classified here as trade with China. Hawaii, separately re- 
ported in the Japane.se statistics, is included with the United States in 1913 and 1936. 

The most notew-orthy trend after 1893 was the emergence of Asia 
as Japan’s primary trading area. This trend was accentuated, of 
course, by her seizure of Formosa and Korea, her acquisition of 
special rights in Manchuria, and the controlled development of these 
areas in the interest of Japanese profits and power. Empire trade 
grew much more rapidly than foreign trade during the interwar 
years, thanks to these circumstances. Here, with the proceeds of 
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her exports and invisible earnings, Japan came to buy a large share 
of her imported rice, sugar, fats and oils, salt, coal, and iron. This 
colonial trade was less advantageous than might appear, because 
of the capital outlays and other burdens of empire. On the other 
hand, in purchasing such supplies the bargaining advantage was 
apt to be on the side of Japanese buyers; return payment in goods 
and services was shielded from foreign competition; and political 
control was assured — except in the event of a major war. 

Elsewhere in Asia, beyond her encroaching political boundaries, 
Japan’s overseas commerce grew at a less spectacular rate more 
consonant with her over-all economic expansion. Yet here too geo- 
graphic and cultural propinquity helped to enlarge the trading 
opportunities which were latent in Japanese industrialization. Trans- 
port to and from the developing commercial centers along the 
littoral of East Asia was relatively fast and cheap. Business opera- 
tions could be conducted much more easily from Yokohama than 
from London or New York. And Japanese goods found ready ac- 
ceptance in markets where the level of incomes, consumer habits, 
and marketing arrangements were similar to those in Ja])an. In 
China, in India, and generally in the Far Eastern colonies they 
also met with lower tariff barriers than in the West. Such factors 
helped to compensate for the poverty of Asiatic markets. Even this 
poverty could work to tlie competitive advantage of Japanese ex 
porters in underselling high-priced Western goods ill adapted to 
Asiatic living standards. 

After the Sino- Japanese W^ar coarse cotton yarns and fabrics 
made with cheap Japanese labor progressively invaded markets 
formerly occupied by American and European exporters in Korea 
and China. Later this occurred in southern Asia, as w’cll. Soon, 
however, Japanese exporters too met growing competition from new 
factory industries on the mainland — partly through the overseas 
enterprise of Osaka spinners themselves. The continued search for 
markets compelled them accordingly to turn to goods which wTre 
of wider range and more advanced manufacture and yet could be 
produced more cheaply in Japan than by the high-w^age industries 
of the West. The maturing of Japanese industry during and after 
World War I made possible this continued growth through di- 
versification, though cheap piece goods and clothing continued to 
dominate the trade. This whole process of industrialization, ac- 
companying and making possible Japan’s shifting comparative ad- 
vantage, drew’ steadily larger supplies of food and raw materials 
in turn from Eastern countries to Japan. 

It is not surprising, therefore, to find that Asia accounted for 
half of Japan’s entire overseas trade after 1918. China was her 
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predominant market at first. But slowly the countries of southern 
Asia gained in importance. By 1936 this region bought nearly as 
much from Japan as the whole area of China, including Japanese- 
controlled Manchuria and tlie British colony of Hongkong. (See 
Table 34.) As a source of imports, too, China diminished greatly 
in relative importance during the interwar period, despite — partly 
because of — the depredations of the Kwantung Army. India had 
long furnished most of the short-staple cotton required by Japa- 
nese spinners. Now Southeast Asia found a growing market in 
Japan for oil, iron ore, rubber, vegetable fibers, and other tropical 
products. During the thirties southern Asia even began to approach 
the Japanese colonies in total trade with Japan. It might have out- 
distanced them had it not been for Japan’s own system of imperial 
preference, coupled with mounting discrimination against Japanese 
goods in the Western -controlled colonies. 

The Chinese mainland remained for Japan an important source 
of such essentials as coking coal, iron, cotton, salt, and Jjoybeans. 
Its continental expanse of resources offered glittering vistas of a 
great and flourishing commerce if political relations could ever be 
established on a stable and harmonious basis. After 1931 grandiose 
plans were set out in Manchuria and North China to realize this 
ambition — under Japanese hegemony. In fact, however, all China 
still furnished onlj' 10% of Japan’s import requirements by 1936, 
as compared with 17% from southern Asia and 23% irom the 
United States. The economic difficulties in attempting a solution to 
Japan’s trade problem merely within this region, even aside from 
its military costs, became glaringly apparent in the turn to im- 
perial self-sufficiency which marked the subsequent road to war. 

The second noteworthy shift in Japan’s trading orientation after 
1900 was the receding importance of Europe, and the rise of the 
United States and the British Dominions. 

To a unique degree Japan developed largely outside the orbit 
of European trade after 1913. The United Kingdom and con- 
tinental Europe would take few Japanese manufactures. Their own 
exports of consumer goods to distant markets, notably textile 
fabrics, were competitive rather than complementary. Their indus- 
trial equipment met increasingly severe competition from Japanese 
as well as American producers. Europe thus played no role in 
Japan’s rise as a trading nation comparable to its importance for 
the United States and other countries of the New World. In con- 
trast to the Japanese figures of Table 34, some 75% or more of all 
United States exports found a market in Europe before 1900 and 
as much as 50% even in the twenties. America’s great farm exports 
figured largely in this trade, to be sure. But Europe also took close 
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to one third of all exports of finished manufactures from the United 
States between 1910 and 1935. Her share of such exports from 
Japan was almost negligible. 

It was Japan’s silk trade with the United States which accounted 
for most of her exports to non- Asiatic countries before 1930. At 
their 1925 peak, sales of raw silk in the American market reached 
849 million yen. This was 37% of the value of all Japanese exports 
to foreign countries. Their share of net export receipts from foreign 
countries (“originated exports”) was close to 50%. Only the Ameri- 
can tariff, plus the generally shoddy quality of Japanese manu- 
factures, prevented a much larger and diversified business in the 
United States. 

On the other hand, the rich resources of the American continent, 
and the advanced capabilities of American industry, provided a 
variety of products required in ever growing amounts by indus- 
trializing Japan. Cotton was the principal item, followed by oil, 
steel, lumber, wheat, automobiles, and industrial equipment. Actually 
Japan took half of all United States exports to Asia in 1936 — more 
than the entire continent of South America. Her armament boom 
now reinforced the tendency already created by peacetime indus- 
trialization. By comparison, her invasion of the American market 
with cheap and highly competitive cotton goods, toys, canned fish, 
etc. was quantitatively insignificant, despite the fuVor it aroused.** 
She likewise became a major purchaser of Australian wool and 
wheat, and of similar products from the other Dominions. In these 
lands, too, as in Latin America and the Middle East, Japanese tex- 
tiles and other consumer goods made their way steadily wherever 
their progress was not blocked by tariff barriers and other trade 
restrictions. 

Japan's Dual Outreach: East and West. Two further observa- 
tions are important to an understanding of Japan’s historical posi- 
tion in the network of world trade, and its contribution to her 
economic growth: 

The first concerns an oft heard remark, almost a clich4. It is said 
that Japan owes much of her industrial success to the fact that she 
was first in the field among Far Eastern nations, able therefore to 
win a large market for factory goods in Asia. The lag in machine 
industry among her neighbors, coupled with the advantage, she 
quickly won over her Western competitors, is believed to have con- 
ferred on her a trading opportunity which gave a unique impetus 

See the author's “American-Japanese Trade: Its Structure and Significance,” 
Th€ Annals of the American Academy of Political Science, vol. 215, May 1941, 
pp. 86-92; also Trade and Trade Rivalry between the United States and Japan, 
New York; American Council. Institute of Pacific Relations, 1936. 
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to her economic development, if indeed it was not the mainspring. 
Other Far Eastern countries, now industrially ambitious but later 
on the scene, appear to lack this advantageous head start in point 
of time. 

This ^‘early bird” thesis is open to two objections. First, it seems 
to say that Japan benefited from the continuing poverty and rela- 
tive industrial stagnation of her neighbors. It implies, for example, 
that she would have been poorer, not richer, if China’s economic 
development had proceeded more rapidly than it has. On economic 
grounds the proposition is dubious. One might better argue just 
the contrary. More probably Japan was handicapped, not aided, 
by the fact that East Asia remained the great “backward” area 
of the world. A more balanced and successful development of the 
entire Far East could hardly have worked to her economic disad- 
vantage. Though it would have altered the particular pattern of 
her growth, it would probably have widened her total field of 
economic opportunity. 

While the above objection is speculative, the second is a point 
of fact. To stress the importance of the Far Eastern market in 
this way obscures the global character of Japan’s trading relation- 
ships, and indeed the all-roifnd character of her development. Ex- 
ports to all markets at their prewar peak took no more than 25 to 
35% of Japanese manufacturing production. True, this is a large 
percentage, and a good deal of it is accounted for by the trf^de with 
East Asia. In the case of textiles other than raw silk, the Asiatic 
market absorbed two thirds or so of Japanese exports during 1928- 
37, and perhaps 35 to 40% of their entire output. By encouraging 
technological advance in these particular industries it played a 
strategic role — perhaps outweighing its quantitative importance in 
the total pattern of trade. Along with the growing domestic market 
for factory goods, it fostered the introduction of machinery and 
mass production, as well as modern banking, insurance, and ship- 
ping enterprise. Yet one should not overlook the significance equally 
of Japan’s trading opportunities in the West. 

The import-export trade with the United States, the British 
Commonwealth, and continental Europe generally equalled if it did 
not exceed in value her trade with Asia outside the colonies through- 
out the prewar decades. Equipment purchases here were essential to 
technical and industrial capital formation, even in the later years. 
By comparison with exports to Asia, shipments to the West of 
raw silk and other products like straw braids and vegetable oils 
produced a higher ratio of net export receipts (after deducting raw 
material import costs) to finance imports for home consumption. 
From 1870 to 1930 raw silk alone probably provided 40% at least of 
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the total net exchange earnings from commodity exports to foreign 
countries wliich could be applied to buying food, materials, and 
machinery for domestic use. 

Finally it is worth pointing out that Japanese products sold to 
the West came largely from agriculture and the small-scale trades. 
Thus they yielded income to those groups of the population in 
greatest need; they provided much employment in labor-intensive 
industry; their benefits were widely diffused. More than most factory 
exports to Asia, they helped to offset the heavy disadvantage of the 
peasant and small businessman in sharing the fruits of industrial 
progress. 

Japan’s trade with the West was never associated with empire 
expansion. Nor did it involve appreciable overseas investment and 
business enterprise, as did so much of her commerce in the Far 
East. It was conducted with nations which were politically inde- 
pendent — even quite hostile at times to her foreign policy — and 
technologically more mature. Yet it provided a large share of her 
essential raw materials, as well as critical items of equipment, and 
a still larger share of the export earnings witli which she paid her 
way. Today the future of Japan may lie in the East. But if so it 
will be because of a general economic development in the region in 
which she can participate. In the past it has been her relations with 
the West, certainly in no lesser degree, which have nourished her 
economic growth. Proximity to the other countries of East Asia, 
with their relatively low incomes and technical backwardness, has 
not in itself been a great economic asset. 

The second point deserving emphasis is the interdependence be- 
tween Japan’s commerce with the East and her commerce with the 
West. Modern Japan has faced both v.ays, in commerce as in 
culture. Table 34 reflects tliis ambivalent position in the world’s 
trading network. 

As the great silk producer, she resembled in one respect the 
primary producing countries of the Asiatic tropics and subtropics. 
On balance, prior to 1930, she exported heavily to the United States, 
and imported from Europe. Unlike these tropical countries gen- 
erally, on the other hand, she imported heavily from southern Asia 
and the Dominions, and found her second principal market in 
China. Unlike them, too, she built up sizable earnings from over- 
seas investment, sliipping, and other services, which helped* par- 
ticularly to balance her accounts with Asia. 

In this intricate web of transactions no single credit item can 
realistically be set off against any single debit. Nevertheless, Japan’s 
midposition in the transition to industrialism is exemplified in the 
mutual dependence of these trading balances. For twenty-five years 
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or more she was able to use the surplus proceeds both of raw silk 
exports to the United States and of sales of cotton manufactures 
and other factory goods in China to settle deficits arising from 
purchases of equipment in Europe and of raw materials in southern 
Asia and Australia.^* 

The collapse of silk prices in the late twenties induced a radical 
change in this position, without lessening at all Japan’s multilateral 
dependence. Table 35 shows the shift in her regional trade bal- 
ances between 1927 and 1936. 


Table 85. Regional Overseas Trade Balances of Japan Proper, 
1927, 

(millions of yen) 



1927 

1936 

All countries 

—329 

—66 

Asia 

—176 

+326 

Korea and Formosa 

— 147 

+16 

China (including 

Manchuria and Hongkong) 

+ 132 

+318 

India ^ 

— 103 

— 113 

Southea.st Asia 

—61 

+64 

United States 

+167 


Europe 

— 24 u 

—22 

British Dominions 

—87 

— 769 

Other 

+0 

+43 


n Department of Finance, Financial and Eronomie Annual of Japan, 19S1, Tokyo, 


1938, pp. 1 42-43. 


The depreciation of tiie yen, following the decline of silk, ushered 
in a trading and industrial boom which pushed Japan still further 
toward the typical posture of a nation industrializing with scanty 
natural resources. Silk losses were more than replaced by a diversi- 
fied export business in cotton and rayon goods and other manu- 
factures. However, these goods went mainly to Asia, not the United 
States. Within her own spreading empire Japan poured resources 
into programs of development. Elsewhere her exporters reaped the 
windfall harvest of a depreciated yen. Meanwhile the whole expan- 
sion of arms and industry in the thirties drew increasing supplies 
of materials and equipment from the United States. The result was 
a dramatic overturn in the Japanese- American balance of trade. 
Japan’s former dollar surplus gave way to a large deficit, which 
w-as partly caused (and paid for) by exchange surpluses accruing 
from the s])rcad of her export manufactures in Asia and Africa. 

Sec League of Nations, The Network of World Trade, Geneva, 1942, pp. 61-63, 83. 
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Fortunately the world’s system of multilateral clearing was still 
largely in force at tlie time. It enabled Japan to turn a critical 
corper in her industrial transition, at the price of some exchange 
disorder, and a good deal of trade recrimination around the w^orld. 
Implicit in her new trading position, however, was a latent insta- 
bility. Many of her import requirements she could only meet eco- 
nomically in the United States. Given her limited American market, 
this meant in turn that she must be able to convert her export earn- 
ings elsewhere into dollars. Any break in the pattern of triangula- 
tion would plunge her into difficulties. 

Already in 1936 this problem of bilateralism was beginning to 
present itself. A decade later, in postwar Japanese recovery, it 
was to assume critical proportions- The later, postw'ar phase re- 
sulted partly from the loss of her colonies, mainly from the general 
dollar shortage which most of the world shared with Japan. As it 
first appeared in the late thirties, it was of Japan’s own making. War 
and conquest stepped up her import requirements from dollar and 
sterling areas. At the same time they crippled her exports to these 
regions, deflecting her resources increasingly to armament and to 
Yen Bloc exports. Here, in the expanding Empire, Jay)aneso firms 
could monopolize the market, but their exports did not yield foreign 
exchange to finance imports from the outside world. The immediate 
result, as described in Chapter 2, was an exchange crisis which 
weakened her ability to get essential im])orts and put her in the strait 
jacket of a war economy after 193T. From the more far-reaching 
consequences of the whole policy, throughout the Far East, she is 
still struggling to extricate lierself. 

Economic Opportunity and National Security. I^ooking back 
over the seventy years from 1868 to 1938, one must conclude that 
Japan’s great external opportunity aroae not so much from her 
priority in Far Eastern industrialization, or her seizure of territory, 
as from the whole conjuncture of circumstances winch enabled her 
to enter and trade peacefully in an expanding, relatively free, 
world economy. 

This period witnessed a tremendous growth in the world's pri- 
mary production, in both tlie tropics and tlie temperate zone. Food 
and industrial materials were poured out in ever increasing volume 
for the use of industrializing peoples able like the Japanese to ex- 
port manufactures in exchange. Factory technique and capital 
migrated around the globe, largely free of political interference. 
The secrets of science and machinery w’crc available to any peoples 
able to put them to effective use. War and political disorder period- 
ically interrupted the peace of the Far East. But they dealt no 
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shattering blows to economic life until Japan herself precipitated 
a global conflict in 1941. 

In this historical context Japan developed the great network of 
commerce which is the subject of these chapters. Trading with the 
West, she specialized in products requiring cheap labor, plus a 
minimum of capital and special skills, exchanging them for pri- 
mary produce, machinery, and equipment which she could not 
produce advantageously herself. Particularly important was her 
great farm-filature export, raw silk, which enjoyed a high income 
elasticity in the American market for half a century. Trading with 
the Kast, on the other hand, she built up an export business in fac- 
tory goods which she could produce more efficiently than her neigh- 
bors, using them to buy food and industrial materials. Cheap water 
transjiort in all directions was an inestimable advantage. So, too, 
was the fact that, unlike a great continental nation, her demand 
upon world commodity supplies was not so great in size as to place 
her at a serious disadvantage in bartering her exports for them. 

Japan’s colonial empire was of some help in meeting her require- 
ments, particularly for food. Far more important, however, was the 
relative freedom and efficiency of the world system of multilateral 
trade. Within wide limits it enabled lier to buy and sell wherever 
her advantage lay, offsetting the resulting exchange balances with 
little or no regard to their pattern of distribution. Only with the 
we/ikening and breakdown of the sj^stem — in which Japani^e ag- 
gression itself jilayed a large part — did it become apparent how 
basic this was to the economic opportunity of the Ja])anesc. Despite 
their meager physical resources it enabled them through their in- 
dustry and enterprise to advance and prosper economically. 

^J’he tragedy of modern times is that such economic dependence 
breeds national insecurity. Among a people like the Japanese, anxie- 
ties on this score would be natural, whatever their y)olitical tradi- 
tion. For they arc a small island nation looking out on great con- 
tinental nciglibors both to the East and to the West. As it was, 
these anxieties w'cre preyed upon by a militaristic leadership not 
only politically chauvinist but economically quite illiterate. At the 
very crest of their economic expansion, accordingly, the Jay)anese 
wTre coerced and cajoled into w'ithdrawdng from ttie world system 
and making instead a suyirernc bid for political hegemony in East 
Asia.* 

Ironically, this bid for empire w^as justified on the grounds of 
economic necessity. To be sure, the spread of economic nationalism 
in the flrrties was putting brakes on fiirtlier Japanese trade expan- 
sion for the moment, and clouding its outlook in the future. Yet 
Japan’s real economic interest could only lie in combatting, not re- 
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in forcing, this inimical drift to trade restriction and bilateralism. 
It called at least for a prudent calculation of the chances of victory 
on the battlefield, and still more for a wider estimate as to whether 
the kind of world which would ensue would be one in which Japan 
could prosper. In both respects there was a disastrous failure of 
statesmanship. 



CHAPTER 8 


SrRUCI URAL CHANGE: 

THE REDIRECTION OF DEMAND 

Income Growth arid Structural Change 

A familiar characteristic of economic development everywhere is 
the tendency, as the per capita income of a community grows, for 
people and productive resources to be transferred progressively out 
of agricultural pursuits into other types of employment. With ad- 
vancing wealth and well-being, opportunities for gainful employ- 
ment come to center more and more in manufacturing, commerce, 
and other service trades. Through the more rapid gains of these 
nonextractive industries tlie economy as a whole takes on •a more 
balanced and diversified character.* 

This differential growth may actually draw people out of agri- 
culture, forestry, and fishing. More often, it only absorbs an increas- 
ing share of tlie growth in the working population ; there is no abso- 
lute decline in agricultural employment. But in either case the 
so-called secondary and tertiary industries come to occupy a rising 
percentage of the labor force. They also provide a growing share of 
the national product. Indeed, this latter shift in the sources of 
national income is likely to proceed more rapidly than occupational 
redistribution itself. For the money value of output per worker in 
many of these newer trades is apt to be comparatively high, by virtue 
of greater mechanization, economies of large-scale production, or 
social restrictions of one sort or another upon the supply of equip- 
ment and skills of the necessar^^ The historical rise in national 

inconje per capita therefore reflects two tendencies at work. One is 
the general advance in productivity fostered throughout the econ- 
omy by technological advance. The other is the transfer of employ- 
ment to pursuits with a higher net-value product. The growth of real 
income may also be advanced or retarded by a third circumstance: 
changes from one year to another in the terms on which a country 

i Tht' terms “extractivr industries" and “primary industries*' arc used variously 
by different writers. In this study it has seemed most useful to group agriculture, 
forestry, fishing, and mining in this category, as being the occupations closely re- 
lated to exploitation of Japan's natural resources. This classification is retained 
through the present chapter, although it will be evident that many statements 
referring to the shift of employment nway from the extractive industries apply 
less to mining than to the <»ther three, and especially agriculture. The secondary 
industries include manufacturing and construction; the tertiary indu.stries com- 
merce, finance, transport, communication, and professional and personal services. 
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trades its exports for its imports in exchanges with the outside 
world. 

This process of structural cliange, of course, has been a con- 
spicuous feature of modern Japan. Indeed, it is discernible, albeit at 
a slow pace, long before Japan was thrown open to the tides of West- 
ernization. In preceding chapters we have observed its progress as 
a result of differential rates of growth in various sectors of the econ- 
omy over the first fifty or sixty years of industrialization. It remains 
now to direct attention more specifically to the resulting shift in 
Japan’s economic center of gravity. 

Industrial Diversification. The fact tliat economic progress is 
typically accompanied liy a redistribution of employment from agri- 
culture to manufacturing and the services is a commonplace. Low- 
standard countries arc usually countries whose people are largely 
occupied in farming, pastoral, forestry, and fishing pursuits. Be- 
fore the Industrial Revolution even the more advanced countries 
of Europe probably had no less than 50% of their people in Agri- 
culture.* This was true of Germany as late as 1870. It has remained 
characteristic of Eastern Europe in modern times, and lias been an 
important factor in the poverty, illiteracy, and rural backwardness 
of many parts of this region. The contiasting situation in much of 
Western Europe is symptomatic of the changes wrought by nine- 
teenth century industrialization. It is illustrated by the following 
percentages of population remaining in agriculture and fishing dur- 
ing the interwar period: Netherlands (1930), 20.6 ; Germany 
(1933), 28.9%; the United Kingdom (1931), 5.6%.® Similarly, 
while the total labor force of the United States grew from 29.1 
million in 1900 to 54.2 million in 1940, the number of persons oc- 
cupied in agriculture, forestry, and fishing actually declined from 
11.3 to 9.4 million.^ Most of the gain in total employment occurred 
in manufacturing and the service trades, especially the latter. 

Throughout Asia today, excepting in Japan, the proportion of 
the w'orking population in agriculture runs as high as 60 to 80%. 
In India the 1931 census showed 67.1% engaged in agriculture, 
forestry, and fishing.'’ Buck’s sample studies of 1929-31 found 
73% of China’s male woi-king population in agriculture, a third 

2 Abbott Payson U.sher, /In Introduction to the Industrial History of Enylandj 
Doston, 1920, p. 2.59. In France at the bcfi^innin);; of the nineteenth century only one 
person In fifteen lived in a town of 20,000 or more inhabitants, while in Germany 
nearlv 75% of the population was classified as rural. J. H. Clapham, The Economic 
Development of France and Germany, 1HI5-I91U Cambridpe, 1923, pp. 64, 82. 

9 Statistical Yenrhook of the Leayue of Nations, 1DltlfS5, Geneva, 193.5, pp. 44-47. 

♦ Solomon Fabricant, Labor Savings in American Industry, IS99-J9S9, New York: 
National Bureau of Economic Research, 194.5, p. .30. 

^ StatiMtieal Yearbook of the League of Nations, 19S4I35, cited, p. 43. 



THK REDIRECTION OP DEMAND ^07 

or more of them with supplementary employment in other trades.* 
The experience of the rest of the world argues that any significant 
rise in income and productivity in Far Eastern countries will neces- 
sitate (and bring about) a transfer of workers out of agriculture, 
or at least the absorption of a growing share of the expanding 
population in industry, transport, trade, government, and the other 
services. Only in this way can these peoples free themselves from 
the pressure of population on land, and raise substantially the level 
of material well-being. 

Colin Clark calls this principle of growth “Petty’s Law,” after 
the seventeenth century English economist who gave it one of its 
earliest formulations. Clark himself describes it as “the most im- 
portant concomitant of economic progress, namely the movement of 
working population from agriculture to manufacture, and from 
manufacture to commerce and services.” In his Conditions of Eco- 
nomic Progress’ he examines it systematically, with a wealth of 
supporting detail drawn from different countries and historical 
periods. He has little difficulty in showing a rough but significant 
relationship between real incqme per capita and the percentage of 
workers in manufacturing and the services. This appears historically 
witliin countries, and as among countries during the years 1925-34. 
The liigher the level of incomes, the smaller the share of the popula- 
tion in the extractive industries. 

Wliile this principle is almost a truism, it is a truism which is 
easily mi.sinterpreted. From the fact that wealthy countries tend 
to have diversified structures of employment and income, there is 
a tendency sometimes to conclude that a similar transfer of re- 
.sources away from agricultural employment in the peasant economies 
of Asia will necessarily reflect — even more, will itself bring about — 
a corresponding economic advance. This tendency ayjpears, for ex- 
ample, in a good deal of the discussion of China’s need for in- 
dustrialization. Along with other considerations, it also underlies 
some of the attacks levelled against the prewar specialization of 
Soutlieast Asia in agricultural and mineral production for export. 
The way to progress is to ])ut more people to work in industry ; de- 
pendence upon agriculture is colonial and backward. 

Before entering upon the Japanese case, it may be well to enter 
a broad caveat against any simple correlation between the growth 
of real income per capita and the degree of diversification (“bal- 

fl J. I.osiing: Rucky Land T/tilizntion in China^ Cliioapi, lfl37, p. .S72. 

" Se<» rt*v cdn., London, IflSl, chap 9, Although I have made little use of Clark’s 
statistical data on Japan, I am much indebted to him for his stiinulatinf]: and in- 
dustrious explorations of growth and structural change in national economies around 
the world. 
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ance”) in the employment of a country’s resources. Several points 
are worth noting. 

First, as discussed later, the structure of employment and income 
is influenced by a country’s needs and opportunities in foreign trade. 
In themselves these may work either for or against the industrializa- 
tion of emploj^ment. International specialization on the principle 
of comparative advantage should promote a growth of productivity 
and income, other things being equal. But the direction and rate of 
change in resource utilization depend on ihe nature of comparative 
advantage in the particular case. Denmark, for example, raised 
her standard of living by creating an intensive, capitalistic agri- 
culture geared to a large export market in foodstuffs. In tlie case 
of Japan, on the other hand, the industrialization of a peasant 
population has been accelerated by favorable opportunities to pro- 
duce cotton goods and other manufactures for world markets. 

Second, the recorded gain in employment and real income as 
manufacturing and the services grow is always specious in some de- 
gree. Especially is this true of a country emerging from a primitive 
state of economic organization. For one thing, as an index of wel- 
fare, income per head takes no account of the human and social 
costs of industrialism, or of the distribution of income among classes. 
But even apart from this, some of the apparent growth in produc- 
tive activity is nothing more than the transfer of such activity from 
the self-sufficient family or village economy to the market place. 
Here it is apt to enter the country’s statistical accounts as a net 
gain. Actually it may represent merely a greater commercialization 
of functions previously carried on in the home or the neighborhood. 
This fact complicates all long-term calculations of llie trend of em- 
ployment and income in Japan. Characteristically in Far Fiastern 
countries there is a tendency to underestimate noncommercial j)ro- 
duction for home use. 

Also, the growth of occujiational and regional specialization, in- 
cluding the rise of cities, creates new requirements for transporta- 
tion, banking institutions, public utilities, and .social services. Some 
of these goods and services add nothing themselves to the level of 
material w^ell-being except as they are essential to the now forms 
of production and the mode of life they necessitate. A picul of 
rice is not more nutritious because it has been transported a long 
distance. There is no real increase in income from the fact that urban 
congestion has to be offset by building and operating a subway 

* Another qualification associated with foreign trade is the pos.sihility that potential 
^dins in per capita income associated with the industrialization of employment may 
be cancelled out by a deterioration in the barter terms of trade with the out.sidc 
world. 
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system so that people can go about their business. Yet the expansion 
of such services is duly recorded in the national account as an 
advance in net production. For these reasons as well there is no 
necessary correlation between the recorded shift from primary to 
secondary and tertiary employment and economic progress in terms 
of real income.® 

l^'inally, the notion that industrialization is necessarily the prin- 
cipal road to better living standards in Asia can easily lead to a 
neglect of the great potentialities of raising productivity in peasant 
farming. Even in the case of Japan this sector of growth provided 
a significant phase of economic development. Agricultural output 
appears at least to have doubled in the half century before World 
War II. (See Chapter 3.) So preponderant is agriculture in most 
underdeveloped countries that a gain of this magnitude raises real in- 
come as much as a manyfold gain in industrial production. 

The redirection of employment toward manufacturing rtnd serv- 
ices, wliile usually a necessary condition of economic advance, is 
by no means a sufficient condition. Except as it is the outgrowth of 
expansive stimuli wliich improve technology and raise incomes, in 
agriculture as well as in industry, it is likely to be impossible of 
aclnevement on any scale, owing to the lack of industrial markets 
and of food supply for the industrial labor force. And if industriali- 
zation is merely forced by the subsidy of home industries, through 
restricting imported goods or otherwise taxing the population, the 
rc*sult may well be a reduction rather than increase in real national 
income. 

B For 11i«'se tohmitis, ttm, inroine comparisons between preindiistrial and advanced 
countries commonly cvapjfcrate the disparity in real income. For example, Simon 
Kuxncls lias uttcmpled a rough revaluation of T. C. Liu’s estimate of China’s 
gross national product (in U.S. dollars) to make it more comparable with similar 
estimates for the United Slates. He make.s larger allowances, first, for under- 
enumerntitm of goods and s»*rvicrs in the nonmarket sector, and, second, for a 
lower relative price level in China than is reflected in Liu’s ratio of staple crop 
prices. Finally, he increases the Chinese figure to allow for greater elements of 
“grossnes.s” in an advanced industrial economy — that is, the higher ratio of net 
]>rnduct to the consumption of lia.sic materials which arises from the more complex 
organization of the latter. 

'Hiese adjustmeiit.s raise Liu's estimate of gross national product in China (1931- 
36 average) from $16.7 to 26.5 billion. Kuznets believes this figure is still perhaps 
20% too low for })iir]>oses of comparison. He concludes that China’s per capita 
product wa.s about C S. .$70. This would make it about one eighth, not one thirteenth, 
of the comparable figure for the United States, “Internation Comparisons of Na- 
tional Income,” Ecuuomrtricn^ vol. 16, no. 1, .January 1948, pp. 86-90. 

if^The importance for Japan’s industrialization of her growing food and raw 
material output ha.s been stressed in Chapter 3. Yet her comparatively small popula- 
tion and her am]>le foreign trade opportunities made this aspect Ic.ss vital for her 
than it must be for China or India. Except as agricultural technique is improved, 
no large fraction of the population can be shifted out of farming into industry, nor 
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^^Excessive emphasis on industry for industry’s sake,” says the 
International Bank for Reconstruction and Development, . . may 
leave an underdeveloped country with the symbol of development 
rather than the substance.” Today the world abounds in “diversi- 
fied” or “balanced” eccmomies, where a good deal of industrial 
employment and investment opportunity liave been gained only at 
the expense of total national productivity and wealth. In the main 
this was not the case with Japan’s industrialization prior to 1938; 
but here too the creation by the State of numerous strategic in- 
dustries brought dubious gains in the economic realm. 

For a variety of reasons, therefore, it is misleading to say that 
the poverty of Asia w'ill be relieved \i x percentage of its working 
population can be shifted from agriculture to industrial pursuits. 
This type of statement has more validity for underdeveloped regions 
than elsewhere, it is true. The reason is that the transfer of peasant 
populations out of self-sufficient agriculture into more mechanized 
and urbanized occupations will itself expose them more rapidly to 
new economic incentives and educational advantages likely to raise 
their productive efficiency. The general level of technical skills may 
thus be improved more rapidly than otherwise would be the case. 
EspeciaUy is this true where the persistence of family and village 
ties provides a channel for the return flo\v of new ideas, skills, 
and capital to the countryside. Even so, such a transfer is only 
one condition of economic progress. It is apt to prove ineffectual 
unless other expansive forces arc at work. The readiness of workers 
and investors to adapt themselves to changing opportunities, and 
the smoothness of the transition, are themselves important factors 
in growth. But the shifting pattern of resource utilization which 
accompanies real growth must be the result of technical progress, 
capital accumulation, and widening market opportunities. 

In an analysis of Japan’s historical exyjerience, therefore, it 
has seemed best to deal first with these various factors in the growth 
of her productive powers (Chapters 3-7), and only then to ask 
what alterations they brought about in the structure of employ- 
ment and income. This chapter considers the principal forces work- 
ing to shift the balance of the Japane.«e economy increasingly 
toward manufacturing and various services. These are found pri- 
marily in the changing structure of domestic demand, reinforced by 
parallel changes in international demands affecting the volume and 
character of foreign trade. (The critical role of the State in ac- 
celerating the process is left largely to Chapter 10.) The effect of 


can even the growth of the working population be absorbed in industry, without 
creating a formidable food import problem. 
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these shifts in spending patterns upon the utilization of resources 
is examined in Chapter 9. Here it will be evident that the redistribu- 
tion of Japanese labor among various employments was influenced 
not only by the clianging demand for goods and services, but also 
by technical and social factors controlling the relative supplies of 
different factors of production and the uses to which they were put. 

Income Levels and Spending Habits. The basic reason for the 
redirection of productive activity, as economic development pro- 
ceeds, is found in progressive changes whicli take place in what 
peojdc want and can afford to buy with the growing income at their 
disposal. At very low levels of productivity and income, life is an 
unrelenting struggle to provide the bare necessities of physical 
existence. Little productive effort, or money income, can be devoted 
to the provision of comforts and luxuries. Still less is available for 
investment in the creation of new capital assets for future use. The 
bulk of it goes into food, mostly self-supplied. 

An extreme case is that of the primitive Ainu of Japan. Their 
food consumption even on the most meager basis was once reported 
as absorbing 85 to 95% of their total expenditure.’’ More generally 
throughout Asia at least 60% of the economic activity of lower- 
income groups, who form the bulk of the population, is required 
to provide a simple vegetarian diet, from either home production 
or food purchased on the market. Clothing and housing absorb 
most of the remainder. Morirnoto’s sample budget studies in Japan 
during 1913-15, for exiimple, sliow that food costs (including self- 
supjdied food) amounted to 60%. or more of the family Vaidgets of 
tenant farmers and of urban workers at the level of “primary” pov- 
erty. Clothing and housing added another 15 to 20%, leaving only 
the slenderest margin for other amenities. Tenant farmers in Hok- 
kaido devoted only 6.6% of their living expenses to “recreation,” 
mostly in the form of smoking and pilgrimages.^® 

Other Far Eastern worker groups at similar levels of living 
have shown the same high percentage of family expenditure 
on food: 62% among Chinese handicraft workers in Tientsin 
(1930.^) 59^ among farmers in North and East Cliina (1922- 

J^JKokichi Morimcito, Thf Stnndnrd of Living in Japan, Baltimore, 1918, p 18. 
A comparnhle instance Is that of certain low-income families in Peipinp, where 
Dr. Louise Morrow found food expenditure avernping 87% of total expenditure in 
1.923. Sidney D. Gamble, How Chinese Families Live in Peipinp, New York, 1933, 
p. 322. 

pp. 129, U2. Morimoto classifies these proiips anionp the Japanese 
“poor,” who, with incomes below 700 yen a year, could make no provision for 
comfort or luxury. 

Franklin I., llo, Industrivs, Shanp;hai: China Institute of Pacific Relations, 1931, 
p. 47. 
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25) and 58% among Indian working-class families in Ahmada- 
bad (1926).** In the Near East, as well, food absorbs over 60% of 
most family budgets.*® Colin Clark’s comparisons of national in- 
come during 1925-34 yield similar conclusions. Whereas only 11% 
of income in the United States was spent on food and farm products, 
the corresponding percentages were 70% for India, and 80% for 
China.*^ 

Under such conditions demand is directed overwhelmingly to 
the products of extractive industries. Even clothing, shelter, and 
fuel represent only small margins of value added to the products of 
these industries by manufacture and transport. And such capital 
construction as takes place is of a very simple character. It is 
largely the maintenance and improvement of land, dwellings, and 
inexpensive tools, accomplished in the spare time of families en- 
gaged mainly in farm cultivation. The concentration of population 
and capital in agriculture and related occupations thus reflects a 
parallel concentration of demand on primary goods. Moreover these 
are typically consumed near the point of production and undergo 
little processing before their final use. Charcoal, homespun cloth, 
milled rice, mud and straw dwellings — these are the products of 
local industry at its most primitive level. 

As productivity and incomes rise, the structure of demand tends 
to shift. U]) to a certain point, it is true, any increments of income 
may also be spent mainly on food. Thus Gamble found that food 
expenditures, which absorbed over 60% of the budgets of the poorest 
families in Peiping during 1926-27, tended to rise almost in pro- 
portion to income until the latter exceeded Ch. $40 a month.*" This 
higher food expenditure may afford a more adequate diet. Or it 
may in part permit the substitution of })referrcd foods — as in the 
historical shift from millet to rice in Japan. 

Above a rather low level, how’ever, family expenditures increase 
more rapidly on clothing and housing of better and more varied 
types, and .still more on health, education, recreation, and other 
comforts or luxuries. In historical terms, the i.ncorne elasticities of 

1* J. Lossin^ Buck, Chinrge Farm Economy^ Shanfirhai, 1930, p. 386. In a .siimniary 
of sixty-nine Chinese family budg-et stiidie.s, L. K. Tao found the modal expenditure 
on food to be 57.5<J^). Thfi Standard of hiving of Chinese Workers, Shanfi^hai: China 
Institute of Pacific Relations, 1981, pp. 8-9. 

“Recent Family Budf^et Inquiries,” International Labour Review, vol. xxvni, 
no. 6, November 1933, p. 654. 

Alfred Bonn^, The Economic Development of the Middle East, New York, 
1945, p. 73. 

IT “Economic Growth and Fluctuations,” Econometrica, vol. 16, no. 1, January 1948, 
p. 63. The percentages for China and India can be regarded as only the roughest of 
approximations. 

18 op.cit., p. 49. 
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demand for such goods and services are everywhere higher than 
those for food and other basic necessities. People are better able 
to satisfy long-felt wants; new needs and desires are multiplied; 
and a growing margin of labor, materials, or money income is 
available for capital improvements. It now becomes possible, too, 
for the state to appropriate a larger share of the national income 
to be spent on armaments and capital equipment. There is a cor- 
responding decline in the proportion of resources spent on the bare 
necessities of life. 

Countries or population groups with high incomes therefore 
devote a ma jor share of their incomes to the diversified components 
of well-being ar they may define them; also, perhaps, to armament 
and war. This in turn directs an increasing share of spending 
away from the extractive industries, the chief source of food and 
other simple necessities. ISlanufactured products themselves embody 
certain raw materials, of course. But the latter represent only a part 
of their total cost, commonly 20 to 60%. Moreover, this part is 
apt to decrease as processing becomes more advanced ; as machinery 
and equipment grow in amount and complexity, with greater out- 
lays for depreciation; and as the wider organization of markets 
necessitates increased transport and handling services to serve the 
more highly specialized economy. The service occupations, e.g., gov- 
ernment and the private professions, also require certain materials 
and equij)ment. But their costs are usually only a part of the 
market value of such services. And the percentage of their value 
attributable in turn to primary production is still smaller, for 
they are apt to be highly fabricated. 

A rise in incomes, therefore, tends to induce changes in the pat- 
tern of consnm])tion and ca})ital requirements which redirect employ- 
ment progressively toward new and more diversified trades. And 
ns the economy becomes more commercialized and urbanized, even 
the satisfaction of basic wants for food, clothing, and shelter re- 
quires that a growing part of the population be occupied in trade 
and trans])ort, finance, manufacturing, public services, and the 
like. A city worker may spend no smaller fraction of his income 
on basic neccsssitics than his farming cousins, and be no better off. 
Yet even the maintenance of this level of living under urban con- 
diUons will mean greater relative employment of productive re- 
sources in the secondary and tertiary industries. 

National Expenditures in Prewar Japan. These principles arc 
readily verified in the experience of Japan, so far as their general 
validity is concerned. Supporting evidence of one sort or another 
has been cited in the foregoing chapters. The actual measurement 
of the changing structure of national demand over a period of 
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years, however, is another matter. The subject presents methodo- 
logical problems of some complexity. It also requires an array of 
factual data such as are largely lacking for Japan prior to World 
War II. The statistical evidence is confined mainly to the later 
years, leaving one to draw such inferences as he may concerning 
the changes which had taken place in earlier decades. 

An initial approach is to examine the components of gross na- 
tional product or expenditure. Estimates of these national accounts 
for years beginning with 1930 have been published by the Eco- 
nomic Stabilization Board. Table 36 summarizes them for 1930, a 


Table 36. Gross National Expenditure in Japan Proper, 
1930, 1934, {Economic Stabilization BoardY 

(billions of current yen) 



1030 

1934 

1038 

Total expenditure at market prices 


15.0 

2G.3 

Personal consumption expenditure 

o.a 

10.4 

13.7 

Food 

2.0 

3.7 

5.2 

Housing (and furnishings 'i 

1.3 

1.4 

1.6 

Heat and light 

0.5 

0.5 

0.7 

Clothing 

1.1 

1.1 

1.4 

Other 

3.8 

3.7 

4.8 

Government expenditure on goods 




and services 

l.S 

^4 

n.n 

N ational 

1.0 

1.7 

6.2 

Military 

ro.1.) 

(0.0) 

(5.0) 

Local 

0.7 

0.7 

0.7 

Gross private domestic investment 

LI 

2.0 


Re.sidcntia1 construction 

0 r> 

0 3 

0.4 

Producers’ plant and equipment 

0.3 

0.6 

2.8 

Net change in bu&ine.ss 




inventories 

0.6 

1.1 

1.6 

Net foreign investment 

04 

0.2 

0.0 


■ Estimates of the Krononiic Stabilization Hoard, taken here from Yiizo Yninada, 
Nihon Kokumin Shofnku Suikei ShtrjfOy Tokyo, 1951, pp. 21, 9.5-9(), IOC. 


year of moderate deyires.sion, 1934, a year of substantial recovery, 
and 1938, when war mobilization was well under way. They can 
hardly be regarded as more than the roughest of approximations 
at best. But they present the major conqionents of notional ex- 
penditure in at least their general order of magnitude. These are 
(1) personal consumer outlay (including income in kind), (2) gov- 
ernment purchases of goods and services, (3) gross private domestic 
investment, and (4) net foreign investment. Gross national prod- 
uct, less the net addition to business inventories (included in gross 
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capital investment), is what the U.S. Department of Commerce 
calls “the consolidated sales of the economy.” With an allowance 
for consumption of durable capital it becomes net national product. 

Net foreign investment calls particularly for explanation. This 
is the net current payment of “the rest of the world” to Japan 
Proper, after offsetting all current outpayments against inpay- 
ments, The outside world was buying Japanese-produced goods and 
services, or making other remittances to Japan Proper for various 
purposes. Meanwhile Japanese businessmen, consumers, and the 
government were devoting some fraction of their expenditures to 
purchases and other remittances abroad. The balance of these cur- 
rent transactions with foreign countries and the colonies is net 
foreign investment. Fluctuating from year to year, it was a rela- 
tively small component of the national expenditure accounts through 
most of the prew'ar era. However, the gross volume of inpayments 
and outpayments grew to large proportions in the later decades. 
(See Chapter 6.) Thus the allocation of Japanese resources among 
various employments came to be influenced significantly by the 
size and character of these international exchanges, along with 
the outlays of businessmen, consumers, and the government on do- 
mestic goods and services. * 

Historically, important shifts also took place among the other 
major components of national expenditure, nnd in the composition 
of each. 

Government purchases of goods and services, for example, tended 
to grow in importance as the State enlarged the scale of its activities. 
Its outlays for current goods and services, and investment in public 
enterprises, a]>pear to ha\e comprised 15^ or so of gross national 
expenditure through the years 1918-37. (This excludes the operat- 
ing ex])enses of government enterprises like the railways, electrical 
communications, and military industries, ns well as government 
debt service, ])ensions, and other transfer payments.) Earlier they 
were a somewhat smaller share in all probability, w'hile after 1937 
they rose to a wartime peak of 50% in 1944. 

State sj7cnding took the form mainly of wages and salaries paid 
to employees in the service of national and local agencies. The re- 
mainder consisted of purchases of materials and equipment for the 
armed forces, public works, education, and other activities. Military 
expenditure absorbed a quarter of the total through the twenties, 
and a rising y)ercentage thereafter. In the actual y)rocess of in- 
dustrialization, of course, government spending for both current 
and investment ])urposes was more significant than these yen out- 
lays alone might suggest. (See Chapter 10.) Particularlv before 
1910, and again after 1937, Army and Navy orders for munitions 
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and other war equipment (together with subsidies, tax rebates, and 
tariffs) were the props upon which inanj of Japan’s heavy in- 
dustries were built and upon which they depended largely for their 
profits.^* 

The growth of investment expenditure, private or public, meant 
a rising demand for newly produced machinery, construction ma- 
terials, and other producer goods of domestic or foreign manu- 
facture. Such capital outlays were devoted partly to offsetting the 
depreciation of existing capital assets. To maintain unimpaired this 
capital plant must have absorbed an increasing share of the coun- 
try’s productive activities with the growth in national w'calth. The 
remainder of investment outlay went into increasing the stock of 
capital in amounts w’hich varied widely from year to year. (See 
Chapter 5.) 

Private domestic investment, like government expenditure, fur- 
nished a relatively small but probably increasing proportion of 
gross national expenditure. During the interwar years one may 
guess that it tended to range between 10% and 20% as a rule. 
The figures of the Economic Stabilization Board cited in Table 22 
actually put it at 13% from 1930 through 1936, though reasons 
were given in Chapter 5 for mistrusting the whole computation. 
By its nature it exerted a dynamic influence on the level of Japa- 
nese employment and income, both short-term variations and long- 
term potential. A considerable share of capital outlay was devoted 
to construction activity, mainly land improxements and building 
structures. It provided in addition a growing market for the ma- 
chinery and equi])ment industries, which, together w'ith imports 
of capital goods, served also to enlarge Japan’s industrial capacity. 
In this sense its strategic role in the .structi^ral changes under discus- 
sion here far outw^eighed its place iri tlie national expenditure 
totals. 

By far the largest component of the “consolidated sales of the 
Japanese econom}^” represented personal consumption expenditure. 
Most of the productive resources of the country continued to be 
devoted directly or indirectly to the consumer needs of the growing 
population. This w’as true of the later as well as the earlier decades 
of modern Japan, though perhaps in somewlial lesser degree. Be- 

19 Estimates of government oullajs and oUier main eomjjonents of national ex- 
penditure in five-year averages for the years ISIS and tliereafter ^vill be found in 
Yuzo Yamada, Nihon Koknrnin Shotokv Suikpi Shiryo. I'oLm), tnole 21. Pro- 

fessor Yamada also eomjules a great deal of supporting detail for these years, and 
more fragmentary data on con-surnidion, savings, and taxes h.ifk as far ns 1887. 
To ajjpraise this valuable work adequHlely, and to make full critical use of it, is an 
undertaking beyond the present study. Certain gaps and ambiguities are so evident, 
however, that only the most general significance can be cttnclied to Professor 
Yainada’s over-all statistical conclusions. 
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tween 1918 and 1937 private consumer outlay accounted for no 
less than 70% of gross national expenditure. Very likely the figure 
would run to 75% or more if a full accounting were made. Con- 
sumption requirements absorbed 70 to 90% of personal income 
through this period, according to Yamada’s estimates, (ibid., tables 
18, 21.) Taxes (exclusive of indirect taxes) accounted for 7 to 9%. 
The remainder went into liquid savings — cash, bank deposits, and 
securities — in amounts which are estimated all the way from 25% 
of aggregate personal income in the prosperous year 1937 to very 
small (or negative) sums in years of depression. 

Again the crudity of all such estimates must be acknowledged. 
It is difficult even to give any sharp definition to these concepts in 
the less commercialized sectors of the Japanese economy. The basic 
data are fragmentary and unreliable. There is no doubt, in any 
event, that personal consumption accounted for the bulk of national 
spending when the national accounts are consolidated as in Table 
36. It still exceeded two thirds of gross national expenditure in 
1936, despite the demands of the military and the boom in indus- 
trial construction. Not until 1941, under the impact of full-scale 
war preparations, did it firgt drop below’ one half. 

Food cx])enditurc, as one would expect, remained the largest 
item in consumption despite the rise in per capita income through 
the preceding decades. It took 35% of private consumer outlay 
from 1930 through 1938, according to these figures, a his per- 
centage is surprisingly low' for a people still as poor as the Japa- 
nese. Beverages and tobacc’o are believed to be excluded, and one 
suspects that self-supplied foodstuffs may not be adequately allowed 
for. Household surveys used in constructing these accounts tend to 
understate family income and expenditure. Yet even if the correct 
figure w’as nearer 45% it liad probably declined from the earlier 
levels, of 1880 or 1910. Yamada quotes one estimate for 1904 plac- 
ing food outlays at 60% of national consumer expenditure, (ihid.^ 
p. 95.) By contrast, the American people devoted only S0% of 
their consumer outlay 1o food in the mid-thirties, despite tlieir 
higher dietary standard. 

2“ U.S. Department of Commerce, National Income and Product Statistics of the 
United States, Washinpton, 15)47, pp. 41-44. 

Foodstuffs ab.Mirbed 49 ..5% of bital conMiiner expenditure in Japan durinpr 1940, 
aceording to estimates of the Ministry of ?'inance. Detailed figures of such ex- 
peiiditure.s during the fiscal years 1940-44 appear in Kokumin Shotoku Suikei^ Tokyo, 
1947, and in Knglish in U.S. Strategic Uoinbing Survey, The Effects of Strategic 
Bombing on Japan's War Economy^ Washington, 1946, app. R. The Ministry esti- 
mates run consistently well above those of the Economic StHbi]i7.ntion Board, how- 
ever Total consumer expenditure i.s put at 26.7 billion yen in 1910 as against the 
Board's figure of 1H.6 billion, while food outlays are 11.4 billion yen as compared with 
7.1 billion yen. Not having the original publications I am unable to reconcile 
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Expenditures for clothing and for liousing each now absorbed 
10 to 15% of private consumer purchases, on the accounting of 
Table 36. Another 5% went into heat and light. Still another 10%, 
more or less, included here in “other” expenditures, were devoted 
to other industrial products: furnishings, medical supplies, recre- 
ational materials, etc. Here were found various items serving the 
luxury tastes of the more well-to-do classes, as well as the health 
and general well-being of larger numbers. As income grew to the 
point where it could provide more than the bare necessities, a con- 
siderable share of the margin ivent into better housing and cloth- 
ing, electricity, soap and medicines, books and newspapers, and 
other commodities supplied mainly by the manufacturing and con- 
struction industries. 

A conspicuous feature of the average Japanese consumer budget, 
however, as compared with that of the typical American family, 
is the slight importance of durable consumer goods. Small expendi- 
tures on furniture, automobiles, household equipment, etc. are of 
course a characteristic of a low material standard of living. They 
are also a factor of stability in an economy, for the demand for such 
items is apt to be highly sensitive to changes from year to year 
in consumer income. In Japan the metalworking industries in 
particular have remained geared much more largely lo the market 
for producers’ equipment. 

A second contrast with American spending patterns is seen in 
the smaller place of consumer services, i.e., those coinir.ercialized 
outside the family relationship. House rents and other service out- 
lays amounted to as much as 40% of consumer spending in the 
United States during the decade 1929-38. The Japanese figure can 
hardly have approached this level; probably it was no more than 
25%. Some such conclusion is supported by family budget data 
given later in this chapter. Wage-ea»’ner families with an average 
income of 600 yen in 1926 — above the median for the population 
as a whole — devoted 23% of their consumer outlay to services. 

Even so, personal services performed outside the family must 
have gained in significance with the urbanization and commerciali- 
zation of Japanese economic life. The following estimate of personal 
consumption expenditure during 1938, somewhat more detailed 
than Table 36, suggests the range and importance of those family 
outlays 

the differences; nor does Professor Yamada do so. He himself uses the Board esti- 
mates in the work cited above. 

21 Estimates of the Economic Stabilization Board, given in United Nations, Sta- 
tistical Office, National Ineomp Statistics, 19SR-VJJfSy Lake Success, 1.0.50, p. 107. Rent 
is believed to include imputed rent on owner-occupied dwellings. 
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U19 


Millions of Yen Percent 


Personal consumption expenditure 


in Japan f 1938 

13,703 

100,0 

Foodstuffs, beverages, tobacco 

6,018 

44.0 

Housing and furnishings 

1,644 

12.0 

Rent 

( 1 , 267 ) 

( 9 . 2 ) 

Other 

( 387 ) 

(2.8) 

Heat and light 

699 

5.1 

Clothing 

1,360 

9.9 

Medical care 

893 

6.5 

Education and ainusenicnt 

Welfare, religious, and other 

855 

6.2 

organizations 

1,103 

8.1 

Transportation 

1,146 

8.4 

Overseas travel and remittances 

— 15 

— 


Ilc'side housing, family expenditure on commercialized services 
included transportation (other than purchase and operation of 
vehicles) ; electrical and postal communications; the hotel, res- 
taurant, and bathhouse business; medical care; recreation and 
amusements; private education, religious affairs, and other pro- 
fessional and domestic service. As one would expect, such services 
were much more important in the family spending of the urban 
wage and salaried class than among farmers. A full itemization 
would also include the tax-supported services of the State, of which 
public education w^as the most important civilian component in 
prew’ar Japan. 

Here, then, in these expenditure patterns of the interwar period 
is some indication of the array of money outlays now directing the 
allocation of Japanese resources and productive activity after a 
half century of industrialization. 

The actual impact of such spending by consumers, investors, and 
government agencies upon particular industries and occupations 
is not adequately measured in this fashion, of course. For this also 
involved the whole organization and technology of the Japanese 
economy. I'lie demand for food and clothing, for example, w'as no 
longer so largely a demand for farm and handicraft labor in the 
locality where these products were consumed. To a far greater de- 
gree it w^as now^ a complex of demands for the products and services 
of various industries contributing to the production and movement 
of these goods tlirough various stages to the point of consumption. 
Moreover, it w^as not wholly a demand for domestic goods and 
services. Partly it was spent on commodities from overseas, w'hich 
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enable foreign buyers in turn to purchase Japanese goods of quite 
different character. As a first approach to the subject, neverthe- 
less, the national expenditure accounts explained above tell a good 
deal about the broad outlines of the demands operating to shape 
the structure of the Japanese economy toward the end of the prewar 
era. 

Family Income and Expenditure, When one turns to the earlier 
decades for evidence concerning the historical changes in expenditure 
patterns which accompanied economic growth, the data become much 
more fragmentary. For great numbers of the population it might be 
safe to conclude that no radical alteration occurred from 1870 to 
1930 in living and spending habits. Evidently tlicse habits among 
the Japanese were more resistant to change than among most West- 
ern peoples reaching a similar stage of industrialism, owing to the 
speed of the transition and the force of tradition in Japanese so- 
ciety. Nevertheless, as descril>ed in earlier chapters, strong impulses 
were at work to redirect demand into new channels. They included 
the growth of national income, the new freedom of consumption and 
occupation, the tax and spending policies of the State, new institu- 
tions and incentives for saving, the crowding of millions of people 
into industrial employment and urban living, and the slow Westerni- 
zation of consumer standards and modes of living in the cities. 

Many details of this shifting pattern of consumption can be as- 
sembled, especially as regards the urban population. Exceyjt for a 
few staples of food and clothing, however, statistics of national 
consumption over several decades are generally lacking. 

As an alternative approach, family budget studies likewise fail 
to offer direct measurements of trends in consumer spending and 
saving over a period of years. Numeious family budget surveys 
were made in Japan after 1920. li'it tlieir findings cannot be com- 
pared in any satisfactory manner. They vary in reliability, scope, 
and method. Even where more or less identical groups were studied 
in successive years, their money expenditures were largely influenced 
by price changes. In particular the price of rice, the chief element 
in the Japanese worker’s cost of living, was sub ject to wide vagaries. 
This aloiie heavily affected the margin of income available for 
other purposes. Year-to-year changes in the distribution of money 
expenditures therefore throw little light on long-term trends in 
spending habits.*^ 

Something can be learned, however, from a comparison of the 

22 See, for example. Shim Kawacla's fijfures on the expenditures of .lapane-se 
farm families between 1922 and 19UI. “The Income and Living; Conditions of the 
Agrarian Population of Japan,” Journal of thp. Osaka Vnivemity of (^ommercf^ no. 
4, December 1936, pp. 19-26. 
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spending patterns of Japanese families at different levels of income 
within a single period. We may select for this purpose the well-known 
family budget inquiry of 1926-27. This year was fairly representa- 
tive of the interwar years, i.e., the midperiod in Japan’s transition 
from a primitive agrarian economy toward modern industrialism. And 
the study itself, an official investigation, covered 5,455 families of 
Japanese farmers, salaried workers, and wage earners. These fam- 
ilies were widely distributed by place of residence, occupational em- 
ployment, and income group. In Table .37 are summarized the find- 
ings for all families surveyed ; also for three income groups at the 
bottom, in the middle, and near the top of the nine income classes 
included. 

Before examining the relationships between income and expendi- 
ture at different income levels it is important to note where these 
family income groups fit into the Japanese income structure as a 
whole. How representative are they? While the precise distribution 
of household income in 1927 is not knowm, the rough estimates for 
1930 presented in Table 23, above, give useful bearings. 

First, w'ell-to-do families at the apex of the country’s income 
scale in 1927 are excluded from Table 37. Nearly all the families 
surveyed had an income of less than 2,400 yen in the year beginning 
September 1926.=® By reference to the 1930 (iistribution of house- 
hold income, one may hazard the guess that this income range proba- 
bly took in over 95% of Japan’s 12 million households in 1926-27.=* 
It probably accounted for 65% or more of total household income, 
and a much larger fraction of total consumer expenditure. Thus 
the spending habits of Japanese families witli less than 2,400 yen 
largely determined the structure of domestic consumer demand in 
the twenties. To this extent the sample is representative, although 
it omits an important margin of spending on luxury goods and 
services. 

Second, from families in this income range the budget study 
selects only farmers, salaried workers, and wage earners. It thus 
excludes all independent businessmen except farm operators, or 
nearly 30% of the nonngricultural working population. (See Table 
17, above.) The consumption habits of this group, however, proba- 
bly did not differ radically from those of salaried wwkers and w'age 
earners of the same income level. The chief difference w^as perhaps 
a higher propensity to save on the part of small industrialists and 

23 The upper limit In the ease of farmers was a farm of no more than 2,45 acres. 
This gave approximately the same income limit and included nearly 95% of Japan’s 
farm families. Asahi Shimhun-sha, Nijtpon Keizai Tokri Soknn, Tokyo, 1930, p. 688. 

2“* National income in 1926-27 was 15% above 1930, according to S. Hijikata's 
estimates. “Saikin Waga Kuni Kokiiinin Shotoku,” Keizai^gaku Ronshu^ vol. vm, 
July 1938, p. 810. Yamada's figures (op.rif., table 18) give about the same result. 



Table 37. Household Income and Expenditure of Farmers ^ 
Wage Earners, and Salaried Workers in Japan, 1926-27*^ 
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tradesmen, an important factor in small-scale capital accumulation. 

Third, a more serious limitation is the fact that the number of 
families selected at different income levels below 2,400 yen is not at 
all representative of the actual distribution of the Japanese popu- 
lation v/ithin this income range. Most importantly, only 306 of the 
5,455 families studied — less than 6% — had incomes of less than 720 
yen during the year. For the entire Japanese population the pro- 
portion was nearer 75%. These millions of lower-income families, 
moreover, accounted for perhaps as much as 40% of total household 
income. This unrepresentative weighting results in an average in- 
come for all families in the study of over 100 yen a month — actually 
a middle-class income. 

The distribution of expenditures for “all households’’ in each 
occupational group of Table 37 should be understood accordingly. 
It is in no sense an average for the population as a whole, or even 
for families receiving less than 2,400 yen. 

More significant than this “all household” average is a compari- 
son of expenditures by families in individual income classes. Here 
three are selected: (a) under ^60 yen a month, (b) between 100 and 
and 120 yen, and (c) between 180 and 200 yen. Both money in- 
come and income in kind are included. Poor as it is, the lowest group 
still averages about 50 yen, a higher income than was enjoyed by 
over half of all Japanese families. The income classes up through 
the middle group represent another 20% or so of the total popula- 
tion. Families receiving over 120 yen comprised less than 5% of 
the total. The three classes thus range from middle- to upper-in- 
come families in Japan, excluding those at the peak. 

Even within this restricted range the findings are of interest: 

(1) At the lowest level of income there is no surplus of income 
over expenditure.®® Indeed, in this particular twelve-month period, 
both farmers and salaried workers show a deficit. A surplus only 
appears in the higher groups, amounting to 15 to 20% of income 
in the 180-200-yen bracket. The earnings of families receiving less 
than 2,160 yen a year (180 yen a month) were devoted almost 
wholly to consumption needs. Only among relatively prosperous 
families — a minority of the population — could appreciable sums of 
money be w'ithheld from consumption for investment.®* 

For farmers in particular there arc obvious difficulties in attempting (a) to 
account for income in kind (self-supplied commodities and services mainly), and 
(b) to separate business and family accounts. Most Japanese farmers keep no ac- 
counts on their own initiative, and at this time self-supplied commodities com* 
prised as much as 42% of the household budgets of agricultural families. Kawada, 
o'p.dt.y p. 18. These factors make for a fairly wide margin of error. 

In the case of farmers, however, the margin of family income over expenditure, 
as defined here, does not include all savings in the form of business income reinvested 
in fixed and working capital. 
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(2) Food expenditure, as a percentage of total expenditure, de- 
clines markedly as income increases. Among fanners and wage 
earners with less than 60 yen a month, food absorbs as much as 50% 
of the family budget. In the 180-200-^ cn class it is only about one 
third of total expenditure, and a still smaller fraction of total in- 
come. Yet the more prosperous families were 30 to 50% larger in 
size, which necessitated correspondingly larger food expenditures 
to maintain a given diet.®' Although these upper-middle-class families 
spent two or three times as much as the poorest group on food, and 
enjoyed a more ample and diversified diet, they were still able to 
devote 70% or more of their total resources to other purposes. 

(3) “Home” expenditure — housing, furnishings, fuel, light, and 
sanitation — shows no very significant variation in relation to total ex- 
penditure from lower income groups to upper. It tends to increase 
pari passu w'itli total family outlay, varying around a level of 24 
to 30%. Onl}* at still higher levels of living than are depicted here 
would one presumably find its importance lessening. 

(4) By contrast, clothing expenditure increases somewhat in rela- 
tive importance from the lower to the higher income brackets (with- 
in each occupational group). Outlays for travel, education, recrea- 
tion, and social life show a very substantial ri.se. This last group of 
items — mainly services — only absorbs 11.5% of the budgets of 
families with less than 60 yen a month. For those with 180 to 200 
yen it compri.ses about 20*^-. The actual amounts spent increase four- 
or fivefold. It is this category of comfort and luxury, along w’ith 
savings, to which the better-off families devoted most of their rising 
margin of income over food requirements. By any Western standard, 
of course, the amounts are still very smali. And even then, some of 
this expenditure is business travel, while mucli of the remainder is 
“companionship,” i.e., entertainment of friends, gifts, and cere- 
monial expenses. If the budget .soenis amj)lc, it is only by comparison 
with the 6 yen or so expended on such amenities by the lowest in- 
come group. 

(5) Finally, we m.ay note certain differences between farmers 
and city workers. Naturally, these have grown in importance with 
the increasing urbanization of Japan. B\’ this time 56%> of the 
Japanese people resided in ])Iaces of 5,000 or more, and 20% in 

2T Family .size*, converted to eqiiivulciit adult consumption units, is piven as foIlow.s 
for wage earners and suluried workers (Matsudn, op.cit.y p. 2«0): 

rndfrfU) Yrn Yen 


Wage earners 
Salaried workers 


2.78 

2.36 


3.70 
3. .56 
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places of over 50,000.“'' Food expenditures tend to be lower, and 
yet more diversified, among city w'orkers than among farmers in 
the same income class. Partly this was because urban households 
were 20 to 30% smaller in size. On rice in particular the amount 
spent by city people in each class was very much less. Urban families, 
on the other hand, spent more on clothes, on travel, and on educa- 
tion and medical care. 

A more detailed examination of Japanese family budgets shows 
a much wider range of differences between farm and city living than 
is depicted in Table 37: These differences reflect the physical neces- 
sities of urban life, as well as its social pressures and cultural op- 
portunities. It was among city people particularly that new patterns 
of domestic life sprang up to enlarge the demand for Western-style 
goods and services. An industrial environment itself changes the 
pattern of consumer habits even within identical income classes. 
That the contrasts were not even greater in Jaj>an is itself testimony 
to the tenacity of the old ways of living, and the ties which con- 
tinued to link the city with the countryside. 

Ivcome Elasticity of Demand. The figures of Table 37 illustrate 
the influence of variations in incomes upon Japanese consumption 
habits witliin the middle range of incomes. Being confined to the 
percentage distribution of expenditures, h.^wever, they do not 
themselves give any quantitative measure of the response of family 
spending to changes in family buying power. This involves a de- 
termination of income elasticities of demand, i.e., the ratio between 
tlic percentage increase in such expenditures and the associated per- 
centage increase in income. How much does food expenditure rise, 
for example, with a 1 % growth in spending power, other factors re- 
maining constant.^ 

Family budget studies like the 1926-27 inquiry in Japan do not 
yield a conclusive answer for the country as a whole. But they do 
enable us to calculate income elasticities of demand for various 
items at the average level of income within segments of the popula- 
tion at the time of the inquiry. To throw further light on Japanese 
consumer behavior we sliall selc<*t the group of 3,210 wage-earner 
families included in the Ja})anese budget inquiry of 1926-27. 

Chart 2 depicts the average expenditures of thc.se wage-earner 
families grouped in nine income clas.ses.^* They range from families 
receiving less than 60 yen a month (averaging 53 yen) to those 
receiving over 200 yen (averaging 231 yen). Expenditures are 
})lotte(! along the vertical axis. They are divided into four cate- 

linpo^ial CHbiiiet, Hiircuii of Statistic.';, JVippon Trikoku T<fkfi no. 57, 

Tokyo, 193S, |i. 36. These figures are for 192.'5. 

29 Data from Mat.suda, op.cU., pp, 284-85, 290-93. 
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gories: (1) food; (2) clothing; (3) “home” expenditures (rent, 
house repairs, furnishings, water, fuel, and light) ; and (4) “other,” 
including chiefly education, travel, gifts, and entertainment and 
other recreation. “Savings” are taken as the excess (or deficit) of 
total household consumption in relation to expenditures. 


Chart 2. Family Expenditures of Japanese Wage Earners, 
by Income Classes, 19S6-27 



Source of data; Tai.^iro Matsudo, “The Family Dud^'^-t Knquiry in Ja]>an, 1926- 
1927,” Bulletin de I’lnstitut International de Statistlquc, vnl. xxv, part 2, Tokyo, 
1931, pp. 284-85, 290-93. Fur details see text. 


It will be noted, first, that the amount spent in each category 
grows as incomes rise above the level of 50 yen a month. Indeed, 
this is true of all twenty-four major items grouped in these cate- 
gories. Only in relative terms docs the demand for any item fail 
to increase. 

In the second place, and more surprising, is the fact that 
there is a fairly definite linear relationship between income and par- 
ticular expenditures as far up tlie income scale tis the 100-180-yen 
bracket. The plotted points in each series tend to lie along a straight 
line. In other words, an increase in family income of a constant 
amount is associated with a rather constant increment of expenditure 
on food, on clothing, etc. 

Food outlays, for example, increase about 4 yen for each 20-yen 
increase in income. “Other” expenditures have a steeper gradient, 
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rising nearly 6 yen at each interval. The chief exception to this 
principle of straight-line growth is savings. These begin to rise by 
increasing amounts above the 150-yen income level. In the higher 
income brackets, above 180 yen, other expenditure groups begin 
also to show varying amounts of increment. Here the relationships 
generally tend to become curvilinear. Clearly no straight line can 
be fitted satisfactorily to the expenditure increments of the families 
of highly paid workers receiving 2,100 yen or more a year. 

Examining a number of British and continental European family 
budget studies in similar fashion, R. G. D. Allen and A. L. Bowley 
discovered that this linear relationship between total income and 
expenditure on particular items tends to be characteristic of family 
groups which are homogeneous with respect to tastes, consumer 
habits, and prices paid for various goods and services.*® This led 
them to reformulate Engel’s law in more precise terms, as follows: 
“In a homogeneous group of families differing only in respect of 
income, tlic excess over (or defect from) the average of expendi- 
tures on any budget item bears a constant proportion to the excess 
over (or defect from) the average income.” It appears that Japa- 
nese wage earners receiving between 600 and 2,160 yen a year in 
1926-27 behaved more or less in conformity with this rule.*' 

From this fact it is possible within this incume range to estimate 
average income elasticities of demand of wage-earner faiii^ies in- 
cluded in the study? employing the methods developed by Allen and 
Bowley. For this })urposc one requires two measurements for each 
expenditure series. The first is the percentage of income (z?) which 
the family of axKragc income spends on each item. Thp average in- 
cf)me of the wage-earner families in the study with incomes below 
180 yen is 98.8 yen a month.*" For each category of spending, iv 
is therefore the ratio between average family expenditure and this 
average total income. 

The second measurement expresses the gradient of a straight line 
fitted to each expenditure series. This constant, Ar, can be determined 
by the equation of the line of regression, y = he — r, where y is the 
amount of money spent on a particular item at a level of expended 
income c, and c is a constant representing the point where the ex- 
penditure line crosses the vertical axis when the line is projected back 

80 FamUy Expenditure, London, 1935, p. 2. 

8* The degree of conformity Ls surprising, considering the wide range of incomes, 
employment, and residence represented in the 3,122 families of the study. Also, the 
sise of the family increasis with income, which tends to maintain expenditures on 
necessities above the level they would otherwise .seek. The average number of 
persons per family, converted to adult consumption units, grows from 2 78 in the 
lowest income group to 3.75 in the 160-180-yen bracket. Mntsuda, op.cit., p. 290. 

®2This was well above the national average for Japan’s 12 million hou.seholds. 
Probably 90% received less than 100 yen a month in 1926-27. 
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to zero income.®® With the values of k and w determined for each 
category of expenditure, the average income elasticity of demand for 

h 

each is given by the formula . 

These measurements arc as follows for this group of families of 
Japanese wage earners having incomes ranging from 635 to 2,160 
yen during the year beginning September 1926:®^ 



Fraction of Total 
Income TIevoted to 
Each Category at 
Average Income 
Level 

w 

Fraction of 
Increment of 
Income Devoted 
to Each 
Category 

ic 

Income Elasticity 
of Demand at 
Average Income 
Level 

-n 

Food 

o .: j (> 

0.20 

0.6 

Home 

0.18 

0.10 

0.9 

Clothing 

0.12 

0.14 

1.1 

Other expeiiditiiTc 

0.24 

0.29 

1.2 

Saving.s 

0.10 

0.22 

2.2 


Several broad conclusions emerge: 

1. The average family in tliis income range, receiving about 1,200 
yen a year, syient over one tliird of its total income on food. It spent 
nearly another third on “home” and clothing, taken together. About 
one quarter was devoted to all other consumer ne(*ds. The balance it 
saved, about 10 . Tlie variations around this average we have al- 
ready noted in Table 37 : the decline of relati'.e expenditure on food 
as income grows, the sharp rise in the proportion of income saved, 
etc. (The values of it' as computed le‘re are not directly comjiarable 
with the percentages of 'liable 37, however; the former are in rela- 
tion to total income, and the latter to total expenditure.) 

2. Throughout this yearly income range of 635 to 2,160 yen, 
about 20^/^ of any increment of buying power is spent on food. 
Clothing and home expenditure each take an additional 14 to 16%. 

33 Here this is done simply by fitting a line to the plotted points by inspection, 
selecting two pairs of obscr>aUons for y and e in the middle income range, and 
solving for Ic. 

34 Actually the range of individual family incomes is higher than the limits given 
here. The highest and the lowest, however, are averaged in the highest and lowest 
income classes of Chart 2, and the values for w, k, and are computed from the 
seven class averages within the above range. 

Colin Clark (op.rti., p. 38S) gives similar data computed from Japanese family 
budgets a decade later, in 19;i6-37. They show still lower average and marginal 
propensitie.s to consume food — 0.331 and 0.138 — and an average propensity to save as 
high as 0.122. 
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These three categories, composed largely of necessities, thus absorb 
one half of the increment of income from one level to another within 
this range of income. Also using the method of Allen and Bowley, 
Clark found the following values for k among non farm families in 
the United States with incomes of less than $3,000: food, 0.18; 
clothing, 0.09; and home expenditure, 0.25. Again these three 
categories total about 50%, albeit at a much higher level of con- 
sumption. By contrast, the value of k among North China farm 
families close to the subsistence level he found to be as high as 0.89.*“ 
Food expenditure absorbed nearly 90% of any increase in income. 

Here again is presumptive evidence of the change which takes 
place as standards of living advance from the traditional poverty 
line of the Orient. By the mid-twenties Japanese wage earners at 
this relatively comfortable level were able to devote nearly 30% of 
any increment of income to miscellaneous expenditures — recrea- 
tion, travel, child care, and additional items grouped under “other.” 
This left an average of 22% for savings. If the savings figtire seems 
high, it must be remembered that the amounts were still tiny and 
the proportion was lower among the poorer than among the more 
well-to-do families. Moreover, it cannot be assumed that k would 
have the same values at income levels below 600 yen a year, where 
over half the households of Japan were still to be found. 

3, The income elasticities of demand in these categories are in- 
teresting, As one would expect, the lowest is for food. It ha!> a value 
of 0.6 for tlie average Japanese family in this income range. In 
other words, an increase of 1 % in total income from the average level 
is associated with an increment of 0.6% in food expenditure. 

Among the North China farmers studied by Dittmer, Clark finds 
if to be 1.14 in the case of food.®® Generally a high income elasticity 
of demand for food — greater than 1.0 — is to be found among yieople 
on the margin of subsistence. Tlie Japanese elasticity of 0.6 is not 
only well below this Chinese figure, but also somewhat lower than 
that found among Indian industrial workers in Cawnpore some 
years ago (0.9).®^ It is even lower than the corresponding figures 
for worker groups in Britain, Germany, and the United States in 
the twenties (0.7 to 0.9).®® The latter comparison is surprising. If 
correct, it evidently reflects the habitual acceptance of a simple rice- 

SB tbid,. pp. 377, 384. 

i/jtd., p. 384. Clark uses Dittnier's early study, of 1912-18, but notes the 
similarity of Buck’s more inclusive figures for a later period, 1921-30. 

87 ibid., p. 384. 

•« Allen and Bowley, op.cit., pp. 32-33. Allen and Bowley give estimates of ^ 
ill terms which are not strictly comparable with those given here, in that they arc 
computed as the ratio between the percentage increase in expenditure on food, etc., 
and the percentage increase in total expenditwe, not income. 
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vegetable-fish diet even by well-paid Japanese wage earners, and 
the correspondingly higlier relative value placed on other types of 
expenditure and savings as income grows. 

Turning to other categories of spending one finds that the in- 
come elasticities of demand for clothing and for housing and home 
furnishings are close to unity among Japanese workers at this 
average income level. In other words, a rise in income is associated 
with a more or less proportionate rise in expenditure here. For 
“other” expenditures ^ is likewise only 1.2. On the other hand, sav- 
ings are highly elastic in response to a rise in income. Although the 
fraction of average income saved is low (w = 0.10), the surplus of 
income over total expenditure grows at a rapid rate — more than 
twice as rapidly as income itself. A high elasticity here seems to be 
directly related to the comparably low income elasticity of demand 
for food. 

This pattern of spending habits among Japanese wage earners 
is graphically summarized in Chart 3, again as suggested by Allen 
and Bowley. Family income is measured along the horizontal axis; 
expenditure along the vertical. As the two scales are identical, the 
45® line is the line of total expenditure (including savings). 

The categories of spending are arranged in (^hart 3 in order 
of urgency, i.e., according to the value of c. (This order is inverse 
to their income elasticities of demand.) At the average level of 
famil}^ income XA^ the expenditure on the several categories is 
plotted cumulatively on the vertical axis, beginning at the bottom 
with food (AF), which has the highest order of urgency. At any 
other level of income A^, the corresponding expenditures may be 
computed from the values of A*. The expenditure lines drawn through 
these points indicate the changing allocation of income as budgets 
grow. The amount actually spent on food, clothing, etc., at any level 
of income Aj, is given by the values AiFj^ Fi//,, HiCj, on the vertical 
scale. For Japanese wage-earner families with monthly incomes be- 
tween 50 and 180 yen, the pattern exemplified in Chart 3 is remarka- 
bly consistent. 

Historical Changes in Spending Habits. These relationships be- 
tween the level of family income, on the one hand, and tlie pattern 
of expenditure, on the other, are helpful in understanding the 
changing structure of the Japanese economy, provided one does not 
attempt to read too much into them. Actually they only coilipare 
simultaneous spending habits of households at different levels of 
income in one year, given the standards of comfort and decency 
prevailing at the time. Accordingly, they do not necessarily portray 
historical shifts in consumer demands, or in the savings ratio, which 
accompanied the growth of national income over a period of years. 



Monthly expenditures and savings (yen) 
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Chart 3. Spending Pattern of Japanese Wage-Earner Families 
with Monthly Incomes of 50 to ISO Yen, 1926-27 



Monthly household income (yen) 

See text for sources and explanation. 

They nifiy give rutlier accurate clues through a short interval — for 
example, from the hard times of 19^11-32 to the relative prosperity 
of 193C-37. As regards changes over several decades it would be 
quite misleading to draw statistical conclusions from them. 

The reason is that the desires and spending habits of a family 
at any time are powerfully influenced by the existing plane of liv- 
ing and standard of living of the community. And these consump- 
tion standards are likely to change. If relatively prosperous Japa- 
nese families saved a sizable share of their income in 1927, for ex- 
ample, and relatively poor families little or none, tliis does not mean 
that a historical rise in average incomes from the one level to the 
other would bring with it this corresponding rise in savings. For 
people’s ideas of minimum comfort would be apt to undergo revision 
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in the meantime; also their needs and opportunities for security 
and economic independence through personal saving. The balance 
of choices between satisfying immediate wants and providing for the 
future would accordingly be modified. Certainly this has happened 
historically in Japan. Along with other changes, it makes quite 
uncertain how much the average propensity to save has actually 
increased with the rise in average income. (See Chapter 5.) 

Similarly, in the realm of consumption, significant changes have 
taken place in modern Japan both in human wants and in opportuni- 
ties for their satisfaction. Industrialization has opened up a wider 
range of choice; it has also imposed new necessities of living. Old 
culture traits have persisted with unusual tenacity, partly because 
of the speed of external modernization, partly because of measures 
of social compulsion and restraint which attended the process. 
Yet the notions prevalent in urban Japan after 1920 as to what 
constituted povert}^ conifort, and luxury were far from identical 
with those of rural Japan in 1870. Kven where old wants persisted 
there now became available to satisfy them a range of goods, par- 
ticularly manufactures, far beyonrl what had existed earlier. 

Modern armament is a conspicuous illustration. Equally one could 
cite schools, woolen clothing, paper and books, medical care, house- 
hold lighting and metal wares, and scores of other examples. The 
growth of industrial cities led necessarily to progressive revisions of 
what constituted adequate clothing, shelter, and recreation, and such 
ideas filtered more slow^ly into the countryside. Wants that formerly 
were marginal moved into a more urgent category, perhaps at the 
expense even of adequate nutrition. This whole process is par- 
ticularly complex in an Asiatic country like Japan w^here the urban 
population finds itself increa.singly straddling twx) cultures, the 
old and the new.” 

Simultaneous family budget studies from a particular y)eriod 
therefore leave us still with only inconclusive guides as to the 
real character of historical changes in expenditure patterns. Tlie 
best that can be said is that they support the testimony of direct, 
though fragmentary, historical observations. (See Chapter J.) This 
is particularly true if account is taken of income disposal among 
the well-to-do classes. The 1926-27 study detailed above fails to 
include the most prosperous families of Japan, who togctlier re- 
ceived at least one third of total liousehold income. Moreover, it 
excludes undistributed profits and otlier institutional income al- 
together, and fails to show how the State spent its tax revenues. 

For an intrrestinf; discussion of this development throughout Fiast Asia see 
Bruno Fasker, Standards and Planes of lAving in the Far East^ New York: Institute 
of Pacific Relations, 1962. 
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Yet these were major sources of funds devoted to the import or 
construction of capital goods and armaments. Among upper income 
groups, also, consumer expenditure was concentrated much more 
heavily on manufactures and services catering to comfort and luxury 
requirements. New spending and saving habits had their most pro- 
nounced effects within these wealthier, more urbanized, more West- 
ernized groups near the top of the income pyramid. This rein- 
forced the tendencies observable on a more modest scale among the 
masses of the people. 

There is no doubt, in short, that as productivity and income grew 
in Japan the demand for the net products of extractive industries, 
whether domestic or imported, tended to diminish in relative im- 
portance. Correspondingly, the relative demand for the net product 
of manufacturing grew steadily, and along with it the demand for a 
variety of commercialized services. This differential growth was the 
most powerful influence directing the employment of labor and 
capital increasingly away from primary production, and into manu- 
facturing and service occupations. Food consumption rose ap- 
preciably. But the more rapid gains in spending are found in proc- 
essed foods, personal and household furnishings, and such amenities 
as medical service, recreation, and travel, together with a wide range 
of government services, both civilian and military. By the end of 
the prewar era Japan was approaching a mid[K)sition between those 
nations, on the one hand, where productive effort had to be Jevoted 
largely to sup})lying the ininimum essentials of life, and those na- 
tions whose productive capacity supplied a wide margin above such 
essentials.^® 

As a crude indication of Japan's internirdiate position the follov'ing estimates 
of consumer expenditure patterns in India, Japan, and the United States in 1938 
are of interest: 

TOTAL PEBSONAL C037SITMPTI0X EXPENDITURE, 193R 
( PERCE KTAOES) 



India 

Japan 

United States 

Total expenditure 

100.0 

100.0 

100.0 

Food, beverages, tobacco 

66.3 

44.0 

32.0 

Housing and furnishings 

8.7 

12.0 

20.2 

Clothing and accessories 

11.2 

9.9 

12.2 

Heat and light 

2.1 

6.1 

4.1 

Transport and communications 

2.2 

8.4 

9.7 

Health and ])ersonal care 


6.5 

6.4 

Education and amusement 

.9.6 

6.2 

6.2 

Other 


8.1 

9.1 


Sources: India (1938/39), R. C. Desai, “Consumer Expenditure in India, 1931-32 
to 1940-41,” Journal of the Royal Statistical Society, Series A (General), vol. cxi, 
part 4, 1948, pp. 281-308; Japan, estimates of Economic Stabilization Board re- 
printed in United Nations, Statistical Office, National Income Statistics (1938-48), 
Lake Success, 1950, p. 107; United States, National Income and Product Statistics 
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International Demand and Structural Change 

Thus far changes in the structure of employment and income have 
been considered only as a response to changes in domestic income 
and demand. Except in a closed economy, however, they are also 
influenced by the type of specialization undertaken by a country 
in its international economic relations. 

The distribution of resources among various employments, in 
other words, reflects both the home and the foreign demand for 
goods and services. The home demand, in turn, is influenced by the 
fact that a country can secure certain goods more advantageously 
abroad, paying for them by turning some of its labor and capital 
to production for the export market. It is therefore relieved of the 
necessity of meeting all its requirements directly out of whatever 
complement of resources it may happen to possess. Real income 
grows through specialization according to comparative advantage, 
and this has further reactions upon the country’s demand for both 
imported and domestic products. 

Specialization in Primary Production. The actual effects of 
foreign trade on the structure of employment naturally differ 
widely, depending on the circum.stances. A region like Malaya, 
specializing in exports of tin and rubber and other agricultural 
products, might possibly achieve a considerable growth of produc- 
tion and real income with comparatively little transfer of emplo}^- 
ment to matiu factoring and service occupations. As income expands 
through primary production for export, the increasing dem*ind for 
industrial goods may be satisfied largely through imports, leaving 
productive resources concentrated mainly in the extractive in- 
dustries. 

In such a case it is conceivable even that primary production 
might account for a steadily increasing sliare of employment as 
economic development proceeds. This is imlikely, however. For one 
thing, most types of agricultural and mineral produce undergo some 
degree of processing before being exported. Other ancillary trades 
and local industries are also apt to be stimulated in conjunction 
with the production and marketing of primary products. Moreover, 
some manufactures in increasing demand cannot he profitably im- 
ported because of high transport costs, local market peculiarities, 
or other reasons. Most services must necessarily be* perforn»ed at 
home. And there are few countries which have not applied some 
measure of government protection to home manufactures, where 

of the United States, 1929-//6^ cited, pp. 41-44. The uncertainty of the data for 
India and Japan, and the difficulty of constructing conif>arahlc classifications, should 
discourage any precise comparison of these percentages. 
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they had the freedom to do so. Finally, the growth of agricultural 
output, and its specialization for the commercial market, almost 
certainly requires some improvement of techniques. This reduces 
the labor required per unit of output, releasing it for other 
purposes. 

For these reasons the expansion of primary production and ex- 
ports is apt to stimulate the rise of secondary and tertiary employ- 
ments as well. Commonly their relative importance tends to increase. 
New Zealand, for example, employs hardly one quarter of her work- 
ing force in primary industries, despite her large exports of food- 
stuffs and wool, and the ample diet of her people. Her high standard 
of living, and the efficiency of her labor in primary production, are 
reflected in the fact that the service trades occupy nearly half of 
her gainfully employed population. Under these conditions the suc- 
cessful development of the extractive industries under the stimulus 
of foreign demand brings in its wake a steady diversification of 
production in other directions as well. 

While this is the general rule, it must be heavily qualified when 
applied to certain regions. The reasons are worth noting here, if 
only to bring the case of Japan into sharper relief. 

In southern Asia, particularly, progress toward industrialization 
has been slow, despite substantial achievements in modernizing and 
expanding productive power in other spheres. Several factors have 
operated as deterrents. For one thing, social organization and in- 
centives have not been conducive to the rapid acquisition of machine 
technology. And, of course, the policies of the prewar colonial powers 
centered principally on exploiting the great agricultural and mineral 
resources of their dependencies for which there was a growing de- 
mand in world markets. If they did not actively discourage indus- 
trialization, they did little to encourage it, being well content to 
leave the region dependent on imported manufactures, shipping, 
banking services, etc. Japan’s own colonial territories arc a notable 
example. 

Two other circumstances in colonial Asia tended further to weaken 
the tendency toward diversification of economic activity which might 
otliorwisc be expected to follow upon modernization and develop- 
ment. One was the rapid growth of population which accompanied 
the expansion of primary production. As in Japan, population in- 
crease has applied a heavy drag on any rise in per capita incomes 
throughout this region. Thus the mass of peasant families remain 
unable to buy much for themselves beyond food and other simple 
necessities of life. 

The other circumstance, not present in Japan, was the im- 
portant role of foreign capital, foreign management, and immigrant 
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labor in building up great industries producing sugar, rubber, 
petroleum, vegetable oils, etc. for export. This, too, restricted the 
rise of a home market for manufactures and services to the degree 
usually found in a more indigenous pattern of development. For it 
meant that a good share of the increment of income produced in the 
Indies or Malaya, for example, was transferred abroad as in- 
terest and dividends on foreign investments in estate agriculture, 
transport, and public services. Still other sums of current income 
have been remitted overseas in the form of gifts, leave pay, pensions, 
and investments by Western businessmen and civil servants, or by 
Chinese and Indian immigrants. This income may indirectly have 
given rise to a money demand for the products of the originating 
country even when transferred abroad, through the operations of 
the foreign exchange market. But such a demand was apt to be 
mainly for its primary staples exported to the metropolitan coun- 
try or elsewhere. Furthermore, the spending of income retained in 
the region, as between domestic and overseas manufactures and serv- 
ices, has been weighted in favor of imports by the presence of a 
large, nonindigenous population, with its relatively high incomes, 
its alien tastes, and its business and family ties abroad. 

The case of Indonesia before the w^ar is instructive by way of 
illustration. Domestic national income at factor cost was placed by 
J. J. Polak at 2,815 million guilders in 1938.*' Only 72% accrued 
to the 68,000,000 Indonesian people themselves on this reckoning. 
Some 275,000 Dutch and other resident FiUropeans received 363 
million guilders (13%). Foreign Asiatics, chiefly 1,4'00,000 Chinese, 
earned 300 million (11%). An additional 100 million (before 
taxes) went to foreign corporations, and 41 million to government- 
owned enterprise. 

In this dualistic econorn}^ the sector which was non-Indonesian 
in ownership and management was geared predominantly to the 
export of rubber, oil, tinj etc. to world niarkets. The proceeds of 
such exports served partly to transfer abroad the earnings of for- 
eign enterprise, and more largely to pay for imports of various 
manufactures and services. This is brought out in the national in- 
come accounts for 1938 constructed by the Netherlands Bureau of 
Statistics, using revised data and slightly different concepts from 
those of Polak. Here factor incomes paid out (net geographic prod- 
uct) are estimated at 2,999 million guilders, of which two thirds was 
wage and salary payments to Indonesians. Net income of 233 mil- 
lion guilders was payable abroad on account of interest, dividends, 
profits, salaries, wages, and pensions (after offsetting receipts). 

Unitrd Nations, Statistical Office, National Income Statistics of Various Coun~ 
tries, J9S8-J947, Lake Success, 1948, pp. 73-74. 
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National income at factor cost was thus reduced to 2,766 million 
guilders/* 

Moreover, the natural tendency of such an economy to import 
most of its advanced manufactures and technical services was re- 
inforced in this case by the presence of the large European and 
Chinese minority, with its preference for items more readily im- 
ported than produced in the Indies. Beside the net outpayment 
mentioned above, the international transactions for 1938 show the 
entries given below in the right-hand column. All figures are in 
millions of guilders. 

PURCHASES OF aOODS AND SERVICES 



From Enterprises 

From 


within Indonesia 

Abroad 

Indonesian residents 

1,708 

195 

Indonesian enterprises 

135 

50 

Non-Indonesian residents 

447 

140 

Non-Indonesian enterprises 

Government (purchases from 

286 

86 

business enterprises only) ^ 

134 

53 


OTHER PAYMENTS ABROAD 

Foreign investment by residents 

Other income transferred by non-Indo- 


21 

nesian residents 


21 

Redemption of government debt 


40 


The gross total of all sucli outpayments was as much as 860 
million guilders. In other words, a very large share of the income 
produced in the islands w’as either remitted abroad as property and 
labor earnings, personal transfers, or debt service; or spent on 
consumer and capital goods and related services required from over- 
seas. Offsetting these outpayments of course was a counterflow of 
inpayments of various kinds from the rest of the world. Mainly, 
however, the demand from abroad was for primary products, ex- 
ports of which came to 678 million guilders. 

The total income produced in Indonesia must have grown several- 
fold in the last half century of Dutch rule. Foreign capital, enter- 

^2 United Nalions, Statistical Office, National Income Statistics, PJS8-JB48, Lake 
Success, 1950, pp. 89-99. A more extreme case of colonial dependence is that of 
Northern Rhodesia, whose large mining industry has been built up wholly with 
foreign capital. Here Phyllis Deane found that 42% (»f total taxable income (income 
produced in Rhodesia plus income accruing to residents from abroad) was received 
by foreign companies and other nonresidents in 1938. Some 43% of taxable income 
was remitted abroad on behalf of the colonial government, foreign companies, and 
residents. P. Deane, The Measurement of Colonial Incomes, Cambridge, Eng., 1948, 
pp. 64-65. 
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prise, and skills contributed largely to this growth. And the greater 
part of the increment accrued, no doubt, to the Indonesian popula- 
tion. Unfortunately, however, this share appears to have been ab- 
sorbed mainly in supporting larger numbers of people at a standard 
of living little above that of their forebears. From 1900 to 1940 
the population of the islands nearly doubled. Of the margin of in- 
come, over and above subsistence requirements, a considerable 
share was claimed every year by remittances abroad, capital trans- 
fers, and expenditures on foreign manufactures and services. 

Elsewhere, as economic development has proceeded, it is pre- 
cisely this growing margin of buying power which has performed 
the critical function of redirecting labor and capital toward the 
secondary and tertiary employments. In Japan, for example, where 
development followed a much more autonomous pattern, it was 
spent mainly in the home market on a widening range of factory 
goods and services, cither for consumption, or capital creation, or 
war. In Indonesia, and throughout the colonics of Asia generally, 
the large sums which went into outpayments of the types mentioned 
above served to stimulate still further the export of primary prod- 
ucts which were in demand abroad, but not the production of varied 
manufactures for the domestic market. What was spent at home 
continued to be devoted overwhelmingly to the bare living require- 
ments of the population, i.e., to the simplest types of food, clothing, 
and shelter. 

It is not surprising, therefore, that only 300,000 people — 1 % 
of the gainfully employed — were engaged in modern factory indus- 
try in the Indies as late as 1939 despite the belated efforts of the 
Dutch authorities to encourage industrial development during the 
preceding decade. In addition, some 2,500,000 workers were found 
in small-scale industries, mostly handicrafts producing articles for 
local use.^® The extractive industries still accounted for over 60% 
of the total production of the colony, while their share in total em- 
ployment was even larger. One half of the entire import tonnage 
consisted of finished consumer goods. 

Thus colonial policy, population growth, and the preeminent 
role of foreign capital and enterprise all combined to reinforce the 
principle of comparative advantage in preserving the agrarian char- 
acter of the Indonesian economy. A similar pattern of development 
appeared in all the Eastern colonial territories, including notably 
those of Japan herself. 

Industrial Specialization: The Case of Japan. The alternative 
type of international specialization is that of the country whose 
opportunities in foreign trade lie in the exchange of manufactured 
TKb Economic Review of Indonesia, vol. ii, no. 8, August 1948, p. 120. 
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exports against food and raw material imports. Here the indus- 
trialization of employment, as economic development proceeds, out- 
strips the redirection of domestic demand. For labor and capital are 
attracted into manufacturing industries serving the export as well 
as the domestic market. Domestic food and raw materials may also 
be replaced increasingly with imported supplies, freeing resources 
for other uses. 

Japan, of course, presents a striking case of this type of his- 
torical development. So long as she was closed to the outside world, 
her poverty in natural resources severely limited any shift away 
from primary reliance on a meager agriculture-and-fishing economy. 
During the period of Tokugawa isolation even a rapid improvement 
in industrial technology could have brought only limited industriali- 
zation. Certainly, without access to overseas raw materials and food, 
Japan would not have been able in modern times to feed and occupy 
a large urban population in industrial employment. Nor,* with her 
people wholly dependent on limited natural resources, could pro- 
ductivity in farming have advanced to the point where farm pur- 
chasing power would have supplied a large market for industrial 
goods. 

The role of foreign commerce in Japanese economic development 
has already been detailed in Chapters 6 and . Here it is only neces- 
sary to recall in brief how it sustained and reinforced the industriali- 
zation process after 1868. 

International trade stimulated the rise of manufacturing pursuits 
in Japan in three respects. First, it brought in foodstuffs, materials, 
and equipment — and, above all, modern technology. These were all 
necessary to the development of industries serving the expanding 
domestic market for manufactured goods. Second, as the means of 
payment, it required the growth of industrial production for ex- 
port, together with the related services necessary to the conduct 
of trade. Third, by raising per capita incomes in Japan through 
the gains of international specialization, it induced a further shift 
of home demand toward manufactures and services. The whole 
process was cumulative, of course. Growing foreign and domestic 
demand for Japanese industrial products called forth increasing 
supplies of suitable skills and equipment, while the resulting rise 
in productivity and income steadily widened the range of indus- 
trial markets. 

What proportion of prewar Japanese industrial output was pro- 
duced for the overseas market, what proportion for the home market, 
is not easy to say. In Chapter 7 the question is examined at some 
length, and with no very precise answer for the successive stages 
of Japanese development. In the early decades foreign demand 
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played a relatively small role in quantitative terms. Never did it 
occupy more than a subsidiary place except in the market for raw 
silk, cotton goods, and a few minor items. However, by 1927-36, at 
the peak of Japan’s prewar overseas dependence, foreign countries 
and her colonies took about one third of her industrial production 
in the aggregate. Since foreign trade also contributed indirectly 
to the growth of the domestic market for manufactures, and fur- 
nished materials to industries serving this market, it advanced the 
process of industrialization far beyond what a self-sufficient pattern 
of development could have made possible. 

All countries entering the world market as manufacturing na- 
tions reveal these forces at work in varying degrees. By comparison 
with nations more abundantly endowed with natural resources, how- 
ever, Japan had to carry further the resulting shift in industrial 
structure in order to maintain a given inflow of food and raw ma- 
terials for domestic consumption. As described in Chapters 6 and 7, 
she had to export manufactures in sufficient amount not only to 
pay for such materials and equipment needed at home, but also to 
pay for those utilized in many of her chief export industries. In 
1930, for example, some 25% of her imports were used in export 
manufactures, or offset by similar exports. To finance 100 million 
yen of imports for home consumption, she had to sell goods abroad to 
a value of 133 million yen. (See Tables 28 and 32.) This “work- 
shop position,” as the means to paying her way abroad, attracted 
capital and labor into industry and related occupations beyond the 
point where they otherwise would have been required. 

Thus the growth of Japan’s export trade, mainly in industrial 
products, reinforced the transfer of labor and resources induced 
by the rising home demand for manufactures. Meanwhile services 
were imported to only a slight extent' — mainly shipping and certain 
financial services. By their very nature they were supplied mainly 
at home. Commodity imports, by contrast, rose to large propor- 
tions. But they shifted progressively from overseas manufactures 
to foodstuffs to feed her growing urban population and raw ma- 
terials to sustiiin its industrial activities. This shift proceeded in 
response to the growth and increasing technical maturity of Japa- 
nese industries. It was reinforced by tariffs and subsidies to increase 
their preponderance in the home market for manufactures. Another 
factor limiting imports of manufactures, in favor of home produc- 
tion, was the wide disparity between Japan and the West in con- 
sumer taste and income levels. Traditional consumer habits were 
resistant to change in many respects, and domestic producers could 
cater to their peculiarities more readily than the factories of the 
West. By 1930, as a result, over 80% of Japan’s imports from 
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foreign countries and colonies were made up of food, fuel, and 
industrial materials. Only 12% were finished manufactures (exclud- 
ing food). Among exports, however, the latter comprised nearly 
60%, while other semifinished goods, notably raw silk, supplied most 
of the remainder. 

In contrast to the experience of Britain as she industrialized, 
Japan’s growing imports of primary products did not so much re- 
place as supplement the output of her own farms, forests, fisheries, 
and mines. The extractive industries more than doubled their phys- 
ical output in addition. (Table 3.) Even so, access to foreign 
supplies greatly facilitated and accentuated the shift of employ- 
ment toward manufacturing and the service occupations. After 1900 
most if not all of the millions of workers added to the Japanese 
labor force by population growth were absorbed in the iionextrac- 
tive trades. Although agricultural output continued to grow, as 
described in Chapter 3, the farm population remained more or less 
constant. 

The redirection of employment away from the primary industries 
was thus a response to combined changes in home demand and in the 
opportunities and necessities’’ of foreign trade. All of these forces 
interacted as cause and effect with the growth of productivity and 
income within the country. The general dirc»-*:ion of the shift was 
that common to all industrializing countries. But its specific rate 
and peculiarities reflected the special circumstances of Japan in 
the modern world. 

It is therefore rather pointless to compare, as do some writers, 
the relative imyjortance of industrial employment in Japan and that 
in a country like China or India, and draw inferences as to the 
degree of shift which must take place in China in order to achieve a 
corresponding level of real income per capita. For reasons outlined 
above, any Far Eastern country must experience some diversifica- 
tion of employment as the condition of economic progress. How far 
this need go, however, depends upon the resources and position of 
the particular country in relation to the world economy of the time. 
China and India, with their more diversified resources, could achieve 
a comparable level of real income with much less industrialization 
of their economies than Japan. This can only be regarded as a 
fortunate circumstance. It will minimize the internal adjustments 
otherwise required for economic development, as well as the strains 
imposed on the outside world. 

One final observation may be made as regards income and indus- 
trialization. The market for Japanese manufactures was expanded 
by the rise of income and purchasing power, not only in Japan 
herself but also in the countries with which she was developing trade 
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relations. In these areas the income elasticity of demand for Japa- 
nese goods depended on the competitive position of Japanese ex- 
porters as affected by many changing circumstances. But probably 
it was fairly high through the prew^ar decades, in both the silk market 
of the United States and the cotton goods markets of the East. 
Some qualification of this statement is required in one respect at 
least. To some degree a decline in purchasing power in Asiatic 
colonial markets, and in the West as well, tended to make cheap Japa- 
nese cotton cloth and other consumer wares more attractive rela- 
tive to the higher-priced products of Western industries. I'liis was 
a factor in the remarkable expansion of Japanese cotton textile 
exports during the depression years after 1929. In the main, how- 
ever, Japanese industrialization has been aided by improvements 
in productivity and income throughout the Far East, and retarded 
by the failure of incomes to rise more rapidly. 

Here again a popular impression runs contrary to the facts, 
as noted in Chapter 7. Much is made of Japan’s priority in indus- 
trial development as the secret of her success. Because other Asiatic 
peoples failed to absorb macliine technology as rapidly, it is said, 
Japan profited handsomely from the markets for factory goods 
which she was able to preempt after tlic turn of the century. 

On balance it is much more likely that Japan was handicapped, 
not advantaged, by the lack of industrialization among her neigh- 
bors. The pressure of population growth left them in poverty which 
no amount of agricultural improvement alone could overcome. To 
this day the per capita market for manufactures, w^hether domestic 
or imported, remains extremely small through China and southern 
Asia. Even in Korea and Formosa, where foreign competition was 
excluded altogether, sales of Japanese factory goods were unim- 
pressive. The lagging industrialization of other Far Eastern coun- 
tries enabled Japan to capture a larger share of the Asiatic market 
for manufactured goods after 1895 than she might otherwise have 
had. The market itself remained undeveloped, however. 

Had industrialization advanced more pervasively throughout the 
Far East, Japan weald undoubtedly have had to shift out of the 
export market for coarse yarns and cotton goods more rapidly than 
she did. But if such industrial development had been of the expan- 
sive type, enlarging income and buying power rather than merely 
choking off imports, it would almost certainly have opened up 
markets for Japanese manufactures of much wider range and 
variety. There is little reason to doubt that Japan could have made 
the transition to a more diversified range of advanced manufactures 
with benefits to herself as well as to her Asiatic customers. This 
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transition was already advanced, as a matter of fact, before war 
destroyed the structure of Japanese foreign trade. 

Indeed, it was peculiarly to Japan’s advantage, as we have seen, 
to move as rapidly as possible into exports of high-quality con- 
sumer goods and advanced types of machinery. Her poverty in nat- 
ural resources gives her a special stake in developing export prod- 
ucts which have a high value added by manufacture to the cost of 
imported materials. In this regard cheap cotton goods are a par- 
ticularly poor line in which to specialize, once alternative opportuni- 
ties can be created. An equivalent investment of resources in pro- 
ducing and exporting finer qualities of textiles and household wares, 
as well as industrial machinery and equipment manufactured from 
imported materials, offers a correspondingly higher net national 
return. 

Such markets have been slow to develop in the Far Fast, for 
they depend upon higher incomes and purchasing power. And 
in the West they have been restricted from the beginning, so far 
as Japan is concerned, by tariffs on imported manufactures gradu- 
ated according to the stage of processing. Had Asiatic demand for 
such goods expanded more rapidly, through the more pervasive 
modernization of economic life, Japan could have benefited cor- 
respondingly. Few Japanese statesmen saw this, and those who did 
were overborne by the industrialist’s fear of competition ai.d the 
militarist’s desire for conquest. In this respect the ruling elements 
were tragically blind to their nation’s interest. It should be added 
that American and British protectionists were equally neglectful 
of their own countries’ stake in providing economic outlets for the 
Japanese in an expanding world economy. 

For Japan today this problem remains, only exacerbated by the 
political and economic havoc of the war. Her economic future de- 
pends more than ever on the subordination of commercial rivalries 
and political antagonisms in East Asia to a larger, collective interest 
in the security and economic development of the whole region. 



CHAPTER 9 


STRUCTURAL CHANGE: 
EMPLOYMENT OF RESOURCES 

FAR-REACHING changes in Japan’s economic center of gravity 
resulted from the expansive forces described in preceding chapters. 
New patterns of resource utilization emerged in response to new 
patterns of domestic demand. They were reinforced by the winning 
of industrial markets abroad. Both these changes in turn were 
themselves elements in the interlocking processes which accompanied 
and made possible the general advance of technology, the accumula- 
tion of capital, and the growth of productivity and income. The 
whole development received a dynamic impulse from the opening of 
Japan to the West. It was spurred on by the power ambitions of 
the State. And its broad momentum came from the energies released 
in the new framework of enterprise established after the Restoration. 

The structural changes which took place in the employment of 
Japan’s productive resources over a half century or more have al- 
ready been characterized in various aspects. Among them, for ex- 
ample, were the urbanization of employment, a larger and more 
capitalistic scale of organization, and the rise of production for 
export. It remains to examine more fully one major change: the 
altered balance of the major divisions of the economy as sources 
of income and employment. 

Here again a familiar difficulty is encountered, namely, the lack 
of reliable statistical data, especially before 1920. Though one can 
speak with confidence of the general direction of change prior to 
World War I, it is only thereafter that a reasonably clear picture 
emerges. This chapter, therefore, is confined mainly to the inter- 
war decades, 1920-40, with certain inferences as to the trend of 
earlier years. The general reader who does not care to be detained 
with these details is advised to pass on to the concluding section, 
“Mobility, Efficiency, Equality.” 

Structure of National Product 

The best initial approacli to an appraisal of the importance of 
various industries in sustaining a nation’s livelihood is probably to 
be found in their contribution to the aggregate flow of goods and 
services, as valued in the market place. 

We begin, therefore, with an inquiry into the changed structure 
of national income (or product) in prewar Japan. What was the 
value of goods and services produced in each major sector of 
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the economy, at market prices, after deducting purchases of goods 
and services from other sectors, capital consumption charges, and 
business taxes? Put in slightly different terms, what were the total 
earnings paid to those residents who supplied the labor and capital 
employed in production, i.e., the sum of factor costs incurred? To 
arrive at net national product, as it is usually defined, certain addi- 
tions would have to be made to income produced or distributed. For 
the general purposes of this study, however, these terms may be 
used more or less interchangeably, since prewar Jayianese statistics 
in any case are inadequate for a precise computation of cither sum. 

Opinions will differ, of course, as to just what final significance 
attaches to these valuations of goods and services at tlie prices, 
wages, and interest rates which happen to prevail in the market. To 
appraise police protection, or the national defense establishment, 
by the same commercial standard as is used for beer and candy may 
seem to be a singular way to proceed. Similarly the rural farm as a 
way of life may be valued far beyond its production at prevailing 
prices. A good deal can be learned about econtnnic structure, never- 
theless, from a national income and product account set up in this 
fashion. It needs only to be borne in mind that existing consumer 
taste, business practice, government policies, a certain distribution 
of income, and other prevailing circumstances will cause such 
valuations to diverge considerably from socially more significant 
judgments. 

Earlier, in Chapter II, some attention was yjaid to estimates of 
Japanese national income by Prof. Yuzo Yamada. There our in- 
terest lay mainly in finding some over-all measure of economic 
growth from 1868 to 1938 which would summarize the 'evidence 
previously assembled on particular sectors of economic life. 

The present chapter is concerned more specifically with structural 
changes taking place meantime in the distribution of national 
production among these sectors, especially the situation as it stood 
toward the close of tlie prewar period. Only in this way can certain 
basic features of the prewar Japanese economy be understood. For 
example, to evaluate the place of agriculture by noting that 50 % of 
the working population was still chiefly engaged in farming, as is 
sometimes done, conveys a false impression of the extent to which 
agriculture still constituted the chief source of Japan’s livelihood. 
Similarly, the impression that textiles preponderated heavily among 
prewar Japanese industries rests on figures of employment and gross 
value of production which fail to measure the actual shift of manu- 
facturing income to the metalworking and other trades.^ 

> “Gross vaJue of production” as the term is used in this chapter is not to be 
confused with gross national product. The former means simply the market value 
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Net Income Produced in Japan^ 1930. The year 1930, at the mid- 
point between World War I and World War II, will be selected 
to portray the structure of Japanese production which had evolved 
out of fifty years of industrialization. This was a year of moderate 
depression, already becoming acute in agriculture. But it is not 
unrepresentative in most respects of the period which immediately 
preceded it or that which followed. Better than a later year like 
1936 it shows Japan halfway in the transition to peacetime indus- 
trialism; and better than 1925 it reveals the accelerated shift to 
industry occasioned by the lag of agricultural oportunity. There 
are other practical reasons for its selection. It was a decennial cen- 
sus year, and one picked by the Japanese Cabinet Bureau of Sta- 
tistics for its hrst careful investigation of national income. 

The CBS study of national income in 1930 is still the best inquiry 
of its sort for prewar Japan, despite its limitations. Moreover, 
the Bureau’s figures were subsequently revised by the U.S. Office 
of Strategic Services. The latter corrected certain duplications and 
omissions, and reclassified industries in a more useful arrangement. 

This revision was then projected through the years 1931-42 and 
published in preliminary form by the Department of State in 
National Income of Japan^ mimeographed, Washington, 1945. My 
indebtedness to this valuable monograph has already been ac- 
knowledged in preceding chapters. To reproduce some of its sta- 
tistical findings here seems the more justified as the study itself is 
not widely available, and its form of presentation (a preliminary 
draft only) is ill suited to the general reader — indeed, is intelligible 
to the careful student only after working through a mass of sup- 
porting detail. 

Table 38 presents the CBS estimate of Japanese national income 
produced in 1930, as adjusted in the American revision, and with 
certain minor corrections which I have added.® 

of goods or services produced in an industry with no deduction for raw material 
costs or other expenses. As reported in the official statistics, it sometimes includes 
a good deal of double counting of values, as goods move from one stage of processing 
to another. Gross national product is identical with net national product (at market 
prices) except that no deduction from the value of production is made for deprecia- 
tion or depletion of capital. 

2 These latter corrections are as follows; (1) Cinema production (4 million yen) 
seems to be included inadvertently by the OSS both under manufacturing and 
under services. Here it is excluded from the latter. (2) The accounts of the postal 
savings system were divided by the OSS between finance and government. Here 
the former component (—23 million yen) is shifted to the government column. 
(3) Because of statistical difficulties the OSS entirely excluded horn finance the net 
product of commercial banks. Here a minor fraction (19 million yen) is included 
under banking to reduce by so much the underestimate of income produced in 
finance. (See Table 38, note d.) The net changes in the OSS estimates are thus as 
follows (in millions of yen): private services, —4; government services, —23; 
finance, -|-42; total national income, -{-15. 
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Table 38. Domestic National Income of Japan Proper, 
by Industrial Origin, 193(P 


Net Income Produced 
{millions of yen) 

Percent 

Total 

10,239 

100.0 

Agriculture (and forestry)^ 

1,700 

16.7 

Fishing 

ISO 

1.8 

Mining 

21G 

2.0 

Manufacturing^ 

e,soo 

27.3 

Factory indu.stry, private 

1,809 

17.6 

Factory industry, government 

110 

1.1 

Workshop industry 

832 

8.1 

Other 

43 

0.4 

Construction 

4ns 

4,6 

Transport and communication 

605 

6.8 

Railways 

406 

4.0 

Governriirnt posts, telephone 



and telegraph 

134 

1.3 

Other 

155 

1.5 

Trade, wholesale and retail 

1,707 

16.7 

Finance'^ ^ 

368 

3.6 

Banking 

41 

0.4 

Insurance 

67 

0.7 

Real estate (residential) 

260 

2.6 

Other private services^ 

961 

9.4 

Professions 

473 

4.6 

Catering and amusement 

312 

3.1 

Domestic 

198 

1.9 

(Minus tax deduction-s) 

(-22) 


Other government services^ 

1,13^ 

11.1 


a Estimates of the Japanese Imperial Cabinet, Bureau of Statistics, as revised by 
the U.S. Office of Strategic Services, and published in U.S. Department of State, 
National Income of Japan, Washington, 1945, sect. A, and with minor corrections by 
the present author (see note 2 to text). 

The princifial revisions of the OSS arc (1) to deduct certain charges for deprecia- 
tion, depletion, and other costs ignored by the CBS from various industry totals and 
from aggregate national income (336 million yen); (2) to deduct all business (in- 
cluding business profits) taxes from production values, and part of agricultural 
taxes, as representing the contribution of government services (4C6 million yen); (3) 
to recompute government net product (see below); and (4) to eliminate double 
counting in the CBS handling of interest and dividends paid to banks. 

i* From, gross maj-ket value of production (including self-supplied commodities) 
the CBS deducts fertilizer, fodder, and other materials u.scd, plus depreciation as 
measured by tools and implements purchased. The OSS further deducts 177 million 
yen (53% of all taxes, including hou.se taxe.s, paid by farm families) as represent- 
ing the value of government services rendered. The CBS divides its total net product 
in agriculture (1,883 million yen) as follows (in millions of yen); private crop farm- 
ing, 1,788; private livestock production, 15; private forestry, 35; public enterprise, 45. 

c “Other” industry includes salt manufacture, movie production, newspaper and 
magazine publishing. Excluding these, p'rivate factories comprise all plants equipped 
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to employ live or more operatives; workshop industry comprises all other private 
manufacturing; and government industry comprises all publicly owned factories. 

dThe CBS figure for banking, trust, and finance companies is 163 million yen. 
This is a more reasonable estimate of labor incomes in banking plus earnings on bank 
capital than that given here. However, it includes interest and dividends paid to 
banks which are also included in the net value product of the paying industries. As 
such interest and dividends cannot he segregated out of the latter, double counting 
can only be avoided by reducing the net product of banking to a small residual. The 
latter is included here, together with the net income of finance and trust companies. 

Real estate includes only residential rents paid out, minus maintenance costs. 
Business rents are not deducted elsewhere from gross value of product to arrive at 
net income. 

• Net income in the professions includes (in millions of yen): religion, 101; medi- 
cine, 190; private education, 41; artists, lawyers, etc., 141. Catering and amusement 
include restaurants, 123; hotels, 53; barber shops and bathhouses, 94; amuse- 
ments, 41. 

t Government services represented in wages and salary payments are as follows 
(in millions of yen): pay of armed forces, 109; pensions and annuities, 146; public 
education, 233; local officials and police, 104; other civil service, 97. To this total 
is added an imputed return of 5% (466 million yen) on all government-owned prop- 
erty except that employed in enterprises included under other industries. A reduc- 
tion of 23 million yen is then made to adjust the accounts of the postal savings 
system. 

These figures should be used only with a clear idea of what they 
mean. Several characteristics may be noted 

1. As a first approximation. Table 38 may be said to measure 
the net earnings of labor and capital employed in each major 
division of the Japanese economy — the sum of wages, salaries, in- 
terest, rent, and profits. The chief qualification of this statement, 
apart from the accuracy of the basic data, is as follows : Except in 
agriculture and “other private services,” all business (including 
business profits) taxes arc deducted from the income total of each 
division, as a rough measure of the services rendered by the govern- 
ment. In agriculture only about half of the taxes (including house 
taxes) paid by farm families arc deducted, as a truer measure of 
these services. (Sec also the treatment of government services, 
finance, and real estate. Table 38, notes.) 

2. Net income is calculated mainly by the gross-value-minus-cost 
method. From the market value of goods and services produced in 
each industry the following expenses are deducted : all raw materials, 
fuel, and energy consumed in the production process; estimated 
depreciation and depletion (the current consumption of durable 
producers’ goods) ; and business taxes as described above. In trans- 

> Details in English concerning the CBS income study will be found in Japan 
Economic Federation, National Income of Japan, 19ftO-]9S9^ Tokyo, 1939, and in 
S. Shiomi, "Japanese National Income in 1930,” Kyoto University Economic Re- 
vieWt vol. IX, no. 2, December 1934, pp. 38-55, as well as in the Department of State 
monograph. The author has not had access to the original CBS publication, Kokumin 
Shotoku Chosa Hokoku, Tokyo, 1934. 
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port, communications, government service, and the private profes- 
sions, however, net income is computed as the sum of wage and 
salary payments plus actual or imputed returns on capital. Ex- 
cluded from the accounts entirely are changes in the value of existing 
assets, earnings from odd jobs and illegal pursuits, imputed income 
from owner-occupied dwellings and other durable consumer goods, 
and the activities of family members not directed to producing 
“marketable goods.” The latter distinction, of course, sets up a 
rather arbitrary definition of income or net product. Statistically, 
as Pigou remarks, the national income is reduced if a man marries 
his housekeeper. 

3. The estimates of Table 38 are confined to income produced 
within Japan Proper during 1930, i.e., domestic income. By defini- 
tion this total is equal to (a) national consumption, plus (b) net 
domestic capital formation, plus (c) the net balance of trade in 
goods and services between Japan, on the one hand, and foreign 
countries and Japanese colonies, on the other. It differs from income 
accruing to the residents of Japan Proper in that the latter includes 
the net international balance in the flow of (a) property incomes, 
(b) wage remittances, and (c) noncommercial remittances like gifts. 
The CBS made a partial attempt to correct for these international 
transfers by deducting 63.(5 million 3 ^en from income produced in 
Japan. This was to allow for the excess of interest, dividends, and 
profits paid to foreigners on investments in Japan over similar 
incomes received by residents of Japan from investments in foreign 
countries. But no corresponding data were available on similar 
transfers between Japan and her colonies, where Japanese invest- 
ments were much larger. This correction is omitted here; indeed, it 
is inappropriate for estimating income originating in Japan. We 
may bear in mind, however, that net income accruing to residents of 
the country from overseas investments and remittances added a small 
margin of supplementary income to the total of Table 38. 

Further definition of the concept of national income would carry 
us into refinements which arc liardly necessary for ])rescnt purposes. 
It might be noted, how^ever, that the figures of Table 38 do not 
conform precisely to the definitions either of national income or of 
net national product which have lately w'on w'ide acceptance in the 
United States.* They exclude imputed rents on owmer-occupied 
dwellings ; they are net of depletion and the bulk of direct taxes on 
business profits ; and they refer to income produced in Japan Proper 
rather than income accruing to the residents of the country. 

* See IJ.S. Department of Commerce, National Income and Product Statistics of 
the United States, JOSO-jC, Washington, 194-7; also Edward F. Denison, “Report 
on Tripartite Discussions of National Income Measurement,” Studies in Income 
and Wealth, Volume Ten, New York, 1947, pp. 3-22. 
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More important are the inadequacies of the basic data upon 
which the estimates are built. For the difficulties of computing na- 
tional income and product even in the United States arc com- 
pounded in Japan by the inadequacies of statistical reporting. 
Especially is this true in the extensive noncommercialized sectors of 
the economy.® Where the household and the small unincorporated 
enterprise still predominate as the business unit, accounting prac- 
tices are rudimentary if they exist at all. In agriculture, in home 
industry, and in most of the services it is necessary therefore to 
make many crude estimates of production values, current expenses, 
and factor incomes. How much food is produced and consumed on 
the farm without entering the national production statistics at all? 
In deducting costs of materials from gross production values, how 
distinguish between business and family expenses, or allocate costs 
and incomes among several different occupations carried on by a 
family in supplementary, part-time fashion ? How estimate depreci- 
ation when even the accounting practices of large corporations are 
unreliable on this point? 

The Cabinet Bureau of Statistics was aware of these difficulties. 
So far as possible it employed techniques to minimize them. Further 
refinements were then added by the U.S. Office of Strategic Services. 
The resulting figures for 1930 are undoubtedly the best estimate for 
any prewar year in Japan. Probably they are the best for any Far 
Eastcni country in a prewar year. It should be borne in mind, 
nevertheless, that they contain a rather wide margin of error. 

National Income hy Industrial Origin. Proceeding now to ex- 
amine the details of Table 38, one is struck with the comparatively 
minor role to which the extractive industries had sunk by this time. 
Formerly predominant as the source of na^'Ional wealth and liveli- 
hood, by 1930 agriculture accounted for less than 20% of the 
production of Japan, measured by the earnings of labor and capital 
employed. Despite its expansion in preceding decades, it could no 
longer be considered the foundation of tlie Japanese economy in 
terms of current value of output. The income of the country now 
accrued mainly to the labor and capital employed in the processing 
and handling of goods, and other services of a private or govern- 
mental character. 

The year 1930 was a year of depressed agricultural pricea and 
incomes, to be sure. And comparisons of net income produced in dif- 

® Actually, a sampling technique of field investigation was employed by the 
Cabinet Bureau of Statistics to collect the data necessary for estimating the ratio 
of net to gross product in agriculture and manufacturing. In agriculture 10,000 
households were investigated, in small-scale industry 2,500 households, and in factory 
industry 700 plants. 
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ferent industries reflect not only the relative amounts of resources 
employed, but also differences from one field to another in the 
rates of return on capital and labor. A similar reckoning for 1925, 
before the prices of rice, silk, and other primary products begin 
their downward descent, would show net product in farming to have 
been somewhat more important. This price decline, however, was an 
initial stage in the whole series of events which accelerated Japan’s 
transition to industrialism in the next decade. In prewar Japan 
agriculture was never to recoup its former position. Throughout 
the decade 1930-39 the extractive industries continued to furnish 
no more than 20% of net national product, in terms of the values 
now placed on labor and capital in various employments. 

The 1937 distribution of income, for example, compares as fol- 
lows with that of 1930 : 


19S0 J.957“ 

* 



Billions 
of Yen 

Percent 

Billions 
of Yen 

Percent 

Total income produced * 

Agriculture, fore.stry, fi.shing, 

10.2 

100 

18.4 

100 

and mining 

2.1 

20 

3.9 

21 

Manufacturing anc struction 

3.3 

32 

7.4 

40 

Services 

4,9 

43 

7.1 

39 


H U.S. Departnifnt of Statr, National Income of Japan, Washington, 1946, p. 86. 


Comparable figures for an earlier year, say, 1880, would cer- 
tainly show agriculture in a much more predominant position. By 
way of illustration, Yamada’s estimates (above, Table 12) give 
the following change in the distribution of net national product 
from 1880 to 1935: 



1878-82 

1908-12 

{percentages) 

1933-37 

Total 

100 

100 

100 

Agriculture, forestry, fishing, 
and mining 

38“ 

39 

21 

Manufacturing and construction 

13 

23 

36 

Services 

49 

38 

43 


a Agriculture and forestry only. 


The extractive industries may well have been more important, 
in the early years, and services (outside the family) less important, 
than Yamada’s figures suggest. For the years before 1910 his esti- 
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mates are very dubious, as noted in Chapter 3 ; moreover, the whole 
concept of national income accounting is difficult to apply to an 
economy still so largely precapitalistic in organization. Even if we 
raise the figure for primary production in 1878-82 by 10% to 
allow for fishing and mining, it still would be only 42%. This seems 
low. T. C. Liu’s estimates for China during 1931-36 credit agricul- 
ture, forestry, and fishing with 60 to 75% of gross national prod- 
uct.® Industrial activity furnished 10% or so, and the service 
occupations the balance. J. J. Polak’s figures for the Nt’thcrlands 
Indies in 1938, cited in Chapter 8, yield a similar conclusion. In 
India and the Philippines, likewise, agriculture still provides around 
50% of national income. Yet already by 1880 Japanese manufac- 
turing, transport, and commerce had apparently assumed more im- 
portance than is often thought. Even in late Tokiigawa times a 
significant share of the population had come to make its living in 
the trade and handicrafts of castle towns and cities. In certain 
rural regions as well, these nonagricultural pursuits were an ap- 
preciable source of income for people ordinarily classed as farmers. 
Except in the most primitive household economy, indeed, manufac- 
turing and the services arc necessarily of considerable importance, 
even though carried on as rural by-employments to a large extent. 

By 1930, at any rate, Japan’s industrialization had advanced to 
the point where manufacturing outranked the extractive occupa- 
tions by a wide margin of net product. The former accounted for 
about one third of the national total; the latter for about one fifth. 
During the next decade the share of industry advanced to 40% or 
more under the impetus afforded by foreign trade expansion and 
the rising level of armament expenditure. Partly the growing per- 
centage of industrial income represents a rapid expansion of manu- 
facturing production.’ But it also reflects a shift in relative prices, 

^China’s National Income, 1981-36, Washingt'^ii. pp. 12, .'12-4-0. 

7 Changes in the physical volume of prudnotion in Japan are given as follows in 
official indices: 


1930 1937 


Agriculture 

100 

105 

Fishing 

100 

131 

Mining 

100 

146 

Manufacturing 

100 

197 

Durable goods 

100 

264 

Nondurable goods 

100 

163 


Sources: Agriculture and fishing: indices of Ministry of Agriculture and Forestry 
(Oriental Economist, vol. vii, no. 7, July 1940, p. 414), adjusted to 19.30 base by 
Nagoya indices (“Hoiiipd Genshi Seisambutsu no Seisan Sfiryo,” Nagoya Keizai 
Tokei Oeppo, vol. vni, no. 4, May 1936, p. 60). Mining and manufacturing: indices of 
the Economic and Scientific Section, GHQ, Supreme Commander for the Allied 
Powers, Tokyo (Bank of Japan, Economic Statistics of Japan, 1951, p. 284). 
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profits, and wages favorable to industry — especially the capital 
goods and munitions industries. This enabled capital employed in 
these pursuits, and labor to a lesser extent, to claim an increasingly 
larger share of national income per unit of output. 

More surprising is the importance of the various activities classi- 
fied as service occupations. For industrialization is often conceived 
mainly in terms of the growing predominance of manufacturing 
activity. Yet wholesale and retail trade alone in Japan contributed 
a net product of 1.7 billion yen in 1930. I'his was as much as in- 
come produced in agriculture or in private factory industry. (It 
was largely value added to their product.) Another billion yen, 
10% of national production, was represented by income produced 
in the private professions, domestic service, and the manifold activi- 
ties grouped under catering and amusements. (Table 38, note e.) 
When government services are added in, this whole service division 
of the economy accounted for nearly 50% of net national* product in 
1930, and 40% in 1937. 

Some of these nonmaterial services developed as ancillary trades 
to handle the financing and distribution of industrial and agricul- 
tural commodities. Functionally, therefore, they were an integral 
part of the new system of commodity production. As production 
processes became more capitalistic, and market organization increas- 
ingly complex, they naturally grew in importance. They also tended 
to become separated out as specialized occupations, being no longer 
performed so largely by the farmer or the industrialist himself. 

Still other service occupations expanded in response to another 
tendency described in Chapter 8. With the rise in per capita in- 
comes, an increasing share of Japanese consumer spending turned 
toward medical care, education, travel, and recreational interests 
requiring personal service. Probably governmental functions otlier 
than education also gained in importance, absorbing an increasing 
percentage of money incomes in the form of taxes. Such services 
cannot be imported or exported to any great degree. Their growth 
is therefore correlated closely with the growth and redirection of 
domestic consumer demand. 

Government activities alone accounted for more than a quarter 
of the total 'Value of all services, according to Table 38. Valued at 
factor cost (including an imputed return on property), they came 
to 1,132 million yen. Conceptually it may seem confusing to reckon 
the fictivities of the State on a par with those of the farmer or the 
merchant. There is a certain logic, however, in placing a market 
value on the contributions of the government to the civilian economy 
in the form of education, social services, public works, and the 
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like. This is less true of the military services, but in 1930 their share 
was still relatively small.” 

Here we are speaking only of the general functions of government, 
excluding State-owned railways, communications, and factories. The 
latter were quasi-commercial operations. Their costs were met more 
or less by the sale of goods and services, rather than by taxes. 
They are accordingly grouped more appropriately in their respec- 
tive industrial categories. However, if we add them to other State 
services, the total share of national income originated by the govern- 
ment still amounts to no more than 15 to 18% in 1930. It was even 
less through most of the subsequent decade. Here is testimony again 
to the predominance of private ownership in prewar Japan. 

This review of the major components of national production gives 
further evidence of Japan’s midposition at this time in the transition 
to industrialism. By 1930 her economic structure was already quite 
diversified — certainly far more than in 1900 or 1870. In round fig- 
ures, again, about one half of her total income now originated 
directly in commodity production. Here the balance was swinging 
steadily away from the extractive occupations toward manufactur- 
ing industry. Already the ratio in market values was 2:3; by the 
end of the decade it was still higher. The remainder of Japan’s 
income was produced in a variety of services which together made 
up nearly 50% of net national product on this accounting. Over 
25% originated in trade, transport, and finance. The balance of 
about 20% was divided equally between other private and govern- 
ment services. 

All of these judgments, it should be emphasized, are confined to 
net product as valued at the prices prevailing in Japan for various 
goods and services. If women were forced to accept lower wages than 
men, if the State protected one industry and not another, if certain 
zaibatsu-coniroWed firms were able to earn monopoly profits — all 
such circumstances affect the value of net income as calculated hero. 
The percentage claim of any industry on national income wmild 
have been different if income and opportunity had been more equally 
distributed. Business net product is therefore not identical with 
social net product as the latter may be defined for various purposes. 
Nor do changes in real national income necessarily measure changes 
in economic welfare. For the latter also involves considerations of 
equality, security, and the human costs of productive effort. These 
find no place in the above calculus of national income. 

• Pay of the armed forces totalled only 109 million yen, or 20% of total govern- 
ment payrolls. See Table 38, note f. This is not a measure of military production as 
a share of total national product, of course. A part of the net product of other 
industrial sectors was also devoted to military purposes. 
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Net Product of Manufacturing Industry, Having placed Japa- 
nese manufacturing in the perspective of total national production, 
we may now examine briefly the relative balance among the prin- 
cipal manufacturing industries. Net income from production again 
offers a measure of the quantitative contribution of each industry 
to the total current flow of goods and services. 

First, the major divisions of manufacturing may be distinguished 
by size of establishment and conditions of ownership. Three cate- 
gories are given in Table 38: (a) private factories equipped to 
employ five or more operatives (1,809 million yen), (b) govern- 
ment-owned plants (116 million yen), and (c) a million or more 
^‘home’’ or workshop establishments too small to be classified as 
factories (832 million yen). 

The characteristics of these three components of manufacturing 
were discussed in Chapter 3. By 1930 private factories produced the 
bulk of manufacturing income in Japan — 65%. Workshop* industry 
had long been slowly declining in importance. Yet it still ac- 
counted for as much as 30% of net income produced in manufactur- 
ing, and provided about 50% of all manufacturing employment. 
(See Chapter 4.) State-owned factories, by contrast, had ceased to 
play any significant role in quantitative terms. Their share was 
now a meager 4%, representing largely products for the armed 
forces and other government agencies. Together these three di- 
visions of manufacturing originated some 2.8 billion of net income 
in 1930.® Already they furnished more than one quarter of the 
national income of Japan, a percentage which advanced even further 
in the industrial boom of the thirties. 

The array of needs now served by manufacturing activity is bet- 
ter indicated by the altered balance among industries classified by 
types of products. Here again value added by manufacture serves 
as a measure of their respective contributions to national income. 
Unlike employment figures, it takes account of wide differences in 
labor productivity from industry to industry. And unlike gross 
production values, it is not distorted by differences in the value of 
raw materials processed, or by duplication of commodity values at 
different stages within a processing sequence. 

Only for private factory industries are data available for cal- 
culating net product. Table 39 gives such estimates in approximate 
fashion for the year 1930. They are also given for 1936 to show the 
changes brought about by the industrial boom of the intervening 
years. In Japan, as in other leading industrial countries, factory 

• Disregarding construction and three minor industries separately riasstfled — salt 
manufacture, movie production, and newspaper and magazine publishing. See 
Table 38. 
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Table 39 . Gross and Net Value of Production in Private 
Factory Industries of Japan Proper, 1930, 1936^ 

1930 1936 


GROSS PRODUCT NET PRODUCT NET PRODUCT 

Millions Millions Millions 

of yen Percent of Yen Percent of Yen Percent 


All private factories 

6^00 

100.0 

1,954 

100.0 

3,633 

100.0 

Textiles 

2,174 

35.0 

407 

20.8 

521 

14.3 

CheniiraLs 

Machinery, vehicles, 

902 

14.5 

357 

18.4 

911 

25 1 

etc. 

695 

11.2 

330 

16.9 

822 

22.6 

Food products 

954 

15.4 

282 

14.4 

247 

6.8 

Gas and electricity*’ 
Metals and metal 

263 

4.2 

131 

6.7 

211 

5.8 

products*^ 

501 

8.1 

126 

6.4 

469 

12.9 

Printing and binding 

192 

3.1 

112 

5.7 

86 

2.4 

Ceramics 

162 

2.6 

103 

5.3 

201 

5.5 

Wood products 

163 

2.6 

44 

2.5 

74 

2.0 

Other 

194 

3.1 

60 

3.1 

91 

2.5 


• Net product i.s computed for both years as follows (except for gas and electricity): (1) 
a first approximation was secured by siibstracling the value of raw materials and fuel con- 
sumed from gross value of production in each industry — nil figures from Ministry of Com- 
merce and Industry. Kojo Tokeihifo (1930 and 19.36); (2) thi.s provisional net product was then 
corrected for other deductible expenses by reference to the ratio between (a) raw material and 
fuel deductions as given by Kojo Tokfihyd and (b) total deductible expenses as computed for 
1930 by the Cabinet Bureau of Statistics (.lapan Economic Federation, National Income of 
Japan, 1930-19SU, Tokyo, 19.39, p. .'iO). In other words, minor expenses other than raw materials 
and fuel arc assumed to preserve the same ratio to material and fuel costs in each industry 
in 1936 as existed in 1930. The error in this assumption does not materially affect the resulting 
figures for net product in 1936. 

Total net product in 1930, as given here, differs slightly from “income produced” in Table 
38. The latter is net of business taxes, and is based on CBS gnxss product figures which 
diverge somewhat from those of Kojo Tokeihyo used here in the case of food and metals. 

bAs given by the .lapan Economic Federation, op.cit., pp. 59, 63. The 19.30 figures are 
those of the CBS; for 1936 they are computed from aata on output and rates, assuming no 
change in the 1930 ratio of net to gross value of output. 

c The rise in output of metals from 1930 to 1936, as given here, is evidently exaggerated by 
the shift meantime of the huge iron and steel output of the Imperial Iron Works from the 
category of government to private factories, as reported in Kojo Tokeihyo. In 1934 this 
State-operated company was merged with six private firms to form the Japan Iron Manu- 
facturing Company. Though largely owned hj the State, the new company was evidently 
classified henceforth as a j/rivate concern in the manufacturing statistics. 


production falls into four main categories: metal manufactures, 
chemicals, clothing materials, and foodstuffs. Elsewhere (Table 14) 
is shown the parallel predominance of these four groups in Japan, 
Great Britain, Germany, and the United States. 

Most surprising is the relatively small place now occupied by the 
textile industries as a group. For it was largely through silk and 
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cotton goods that Japan was known to the outside world as a 
manufacturing nation before World War II. 

In 1930 textiles still provided as much as 51% of private factory 
employment, and almost 40% of total manufacturing employment. 
Similarly, textile products accounted for 35% of the gross market 
value of all factory goods produced in Japan. Especially in the 
spinning trades, however, labor productivity and wage rates were 
low. And the 2.2 billion yen of products turned out by textile fac- 
tories include a good deal of double counting. For instance, some 
cotton yarn produced in 1930 appears both as yarn and as an ele- 
ment in the value of cotton cloth woven in the same year. Actual 
net value added by manufacture is therefore only about 400 million 
yen, hardly one fifth of the gross value of production. (Table 39.) 
Textiles contributed no more than 21% of the total net product of 
private factory industry in 1930, as compared with over half of 
the total number of factory jobs. 

It is a commonplace tliat the textile industries have pioneered 
the factory system around the world. In virtually every newly in- 
dustrializing country they have tended to predominate. Japan w'as 
no exception to this rule, as w'e have seen. Yet the substantive irn- 
])ortance of the textile trades as a source of manufacturing income 
both in Japan and elsewhere, is apt to be exaggerated, for the rea- 
sons given above. 

For the early years, before World War I, no adequate estimates 
of net manufacturing product in Japan can be made. Even as early 
as 1914, however, textiles probably accounted for no more than 
30% of the total income produced in all private fartories.^^ This 
is a inucli lower percentage than is yielded by employment or gross 
production figures. Yet it is a more significant measure of the rela- 
tive return to labor and capital employed in the textile trades, 
valued at market prices. As w'c have seen, the relative place of tex- 
tiles declined markedly in tlie ywriod ending in 1930. Tlie inter- 
vening years w'itnesscd a 150% increase in textile output, according 
to the Nagoya index. But other indu.stries like chemicals, machinery, 
and electric pow^r ymoduction advanced even more rapidly. (See 
Table 8.) I'he trend was clearly toward diversification of industry, 
with silk filatures and cotton factories losing their former primacy. 

These calculations leave workshop industry out of account, to be 

Assuming — rather inaccurately — that the ratios of gross to net product in tex- 
tiles and total factory industry were the .same in 1914 as in 1930. Tn the former 
year the gross value of textile goods ]>roduccd in factories (plants with five or 
more workers) was 620 million yen, or 46% of total factory output (1,336 million 
yen). Asahi Shimbun-shn, Nippon Keizai Tokei Siikan^ Tokyo, 19.30, p. 724. IVxtiles 
accounted for us much ns 63% of total employment in plants of ten or mf>re workers. 
Toyo Keisai Shimpo-sha, Meiji Tnisho Kokusei Soran, Tokyo, 1927, pp. 644-45. 
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sure. Here the weaving trades in particular continued to flourish. 
In 1930 textile establishments of less than five operatives evidently 
accounted for at least half as much value added to textile materials 
by manufacture as did the factories.^^ Including small silk-reelers 
as well as weavers, and allowing too for government factories pro- 
ducing woolen cloth for the Army and Navy, we may put total net 
product for all branches of textile manufacture at 600 to 650 
million yen in 1930. Thus 1 out of every 4 or 5 yen of national 
income produced in manufacturing (2.8 billion yen) still originated 
in the processing of silk, cotton, wool, and other textile fibers. 

Ranking now with the textile trades in importance were the in- 
dustries producing chemicals and metal products of all sorts. Indeed, 
if the machinery and metallurgical industries arc bracketed to- 
gether as metal-proccssing trades, they already rival the textile in- 
dustries in total net product by 1930. For this would include 456 
million yen of net output produced in private factories (Table 39) ; 
at least 60 million yen in State-owned enterprise; and a further 
amount in small establishments of less than five operatives. The 
total must have been over 550 million yen in 1930, or 20% of total 
manufacturing income.’* 

Taking into view all Japanese industrial establishments, large 
and small, we may conclude that over 40% of the total net income 
produced in manufacturing activity at this time was divided more 
or less equally between textile products on the one hand, and metal 

This rests on the assumption that net/gross product ratios in small weaving 
establishments did not diflfer widely from those prevalent in factories weaving textiles. 
The gross value of woven goods produced in estahli!>hmcnts of all sizes was as 
follows in 1930 (in millions of yen): cotton, 498; silk and mixtures, 425; wool and 
mixtures, 1G.5; hemp, etc., 16; total, 1,102. Ministry of Commerce and Industry, 
Shokosho Tokeihyo (1936), Tokyo, 1937, pp. 2-34. Factories accounted for 793 
million yen of this total. 

12 No information is available on the various products turned out by government 
plants at this time. The figure of 60 million yen or more of net income for State 
factories producing metals, machinery, and vehicles rests on the assumption that 
these arsenals and plants accounted for no smaller (probably a larger) share of 
the net product of all government factories than of their employment. Employment 
during 1930 can be estimated roughly by averaging the year-end figures for 1929 
and 1930. This gives the metallurgical and machinery plants 103,000 out of 224,000 
workers, or 46%. Yasiiji Koide, “Hompo Sangyo Kozo no Hendo ni Kansiiru 
Shiryo,” Nagoya Keizai Tokei Oeppo, vol. viii, no. 9, October 1936, pp. 48-50. 

For workshops of less than five operatives there are likewise no data on produc- 
tion of metal utensils, hardware and tools, electric lamps, bicycle parts, and other 
items classified as metal manufactures. Such information was first published in 
1939, and it is not certain how complete the coverage was. The gross output of 
plants of less than five operatives was then recorded as amounting to only 2.5% 
of output In larger private plants, though their employees numbered 10%. Supreme 
Commander for the Allied Powers, GHQ, Economic and Scientific Section, Number 
of Establiehmente, Employment, and Value of Produeta in Manufacturing Industrie* 
in Japan, 1929-19^t, Tokyo, 1947, table 2. 
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products and machinery on the other. This may seem surprisingly 
high. But it does not differ materially from the corresponding fig- 
ures for Germany, Britain, or the United States. The balance be- 
tween the two is only more heavily weighted in Japan on the side 
of textiles. Both groups of industries, it may be observed, were 
engaged largely in processing raw materials imported from abroad, 
rather than produced at home. Chemicals and manufactured food- 
stuffs came next in order of importance among factory industries. 
They were followed in turn by smaller industries producing gas 
and electricity, books, pottery, and wood manufactures. All of 
tliese latter industries relied mainly on domestic materials, though 
they still employed a good deal of Western machinery and equip- 
ment. 

This was roughly Japan’s industrial balance, then, on the eve 
of tlie Great Depression and the invasion of Manchuria. It reflected 
the stage of development now attained by Japanese manufacturing 
in response to the varied influences enumerated earlier in this study. 

The ensuing decade brought far-reaching changes in the structure 
of industry. Japan embarked upon a period of feverish industrial 
expansion, first as a consequence of yen depreciation and reflation, 
then under the impact of large-scale military mobilisation (Chap- 
ter 2) . The later phases may bo discounted as a violent dislocation of 
“normal” patterns of peacetime growth. But this should not blind 
us to the underlying forces raising the heavy industries to increas- 
ing prominence. The latter was more than a war phenomenon, 
though it was greatly intensified after 1937 by military spending 
on armaments, by a huge development program in Manchukuo, and 
by the resulting derangement of consumer goods markets both at 
home and abroad. 

The figures for 1936, given in Table 39, show the growing 
ascendancy of the chemical and metal -processing industries by the 
middle of the decade. “ After a five-year expansion of overseas trade, 
with the added stimulus of a nascent armament boom, these two 
categories of industry had come to provide 60% of net private fac- 
tory output in Japan at current market prices. The textile indus- 
tries, by contrast, had now dropped back into a decidedly secondary 
role, with only 14%. This had occurred despite the headlong ex- 
pansion of Japanese cotton goods in markets all over the world. 
In industrial structure, as distinguished from foreign trade, Japan 

13 The actual increase in the net product of the Japanese metallurfirical industries 
from 1930 to 1936, at (risinpf) yen prices, was nearer a twofold than a threefold 
gain. As noted in Table 39, the large iron and steel output of the former Imperial 
Iron Works was apparently shifted to the category of private production in the 
manufacturing statistics when in 1934 it was merged with other firms to form the 
Japan Iron Manufacturing Company. 
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had now clearly passed out of the characteristic early phase of 
industrialization, where textiles made from natural fibers are the 
mainstay of factory industry. 

It should be emphasized again that these comparisons of net 
income produced in different industries are comparisons of money 
values at prevailing market prices in Japan. They are influenced 
not only by the amounts of capital and labor employed to process a 
given value of raw materials, but also by the rates of return which 
these factors of production were able to earn in particular employ- 
ments. The machinery industries, for instance, requir€»d larger 
amounts of complicated equipment and highly paid labor per unit 
of output than the textile or woodworking industries. The entry of 
new firms into these trades w'as also more difficult. This served to 
raise their not/gross product ratios and their relative shares in na- 
tional income.^* 

Year-to-year shifts in prices, market relations, and financial 
practices thus affected the trend of net income produced in different 
industries. The latter is an unreliable guide to changes in the phy- 
sical volume of production. In the thirties the low level to which 
silk prices had fallen depressed the relative earnings of labor and 
capital in silk reeling. Much of this labor came from farm families 
who had nothing better to turn to for supplementary income. On the 
other hand, rising armament expenditures progressively boosted 
prices and profits as well as output in iron and steel manufactures. 
Producers of machinery and equipment expanded their scale of 
operations, but in addition they were able to claim a larger share of 
the national income in exchange for each unit of output. A part of 
the shift in the composition of net national product toward the 
equipment industries was simply a shift of this character. (Ec^ually 
there was a shift in the division of the net proceeds of heavy 
industrial production as between capital and labor. This division 
moved markedly in favor of tlie capitalist, for wage rates in these 
industries during 1936-88 failed to rise significantly above their 
1930 level.) 

It may further he observed that a historical rise in net income 
originating in one sector of an economy does not necessarily mean 
a net gain in national income, even if it results from an increase in 
the physical output of that sector. For it is always possible to force 
an expansion of production in one industry at the expense of an- 
other. The gain in one field may represent simply a loss in the other, 

Earlier (page 183) it was observed that the priees of mat'liinery and metal 
products, relative to those of textiles, were generally higher in Japan than in the 
West. Revalued at British or American prices then prevailing, the output of the 
metalworking industries would shrink in relative importance. 
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perhaps an absolute reduction in total real income. The official 
protection and subsidies extended to Japan’s strategic industries 
from their birth served in some degree to draw labor and capital 
away from consumer goods industries, whose competitive position 
without such governmental aids was much stronger. Through the 
thirties, it is true, the decline of the consumer industries as a group 
was only a relative loss of position. From 1930 to 1936 the Oriental 
Economist index of investment goods production rose from 100 to 
183. But the consumer goods index also advanced to 133.” More- 
over, a good part of the former, as of the latter, was for civilian 
purposes. After 194*0, however, war production (and blockade) 
brought a steep decline in civilian supply of almost all types. The 
output of investment goods in Japanese industry rose 171% fronK- 
1937 to 1944, while consumer goods output fell 66%. Meantime, 
agricultural production dropped 30%, as manpower and materials 
were diverted to military uses.” 

The rise of the mining, metalworking, power, and chemical iifdus- 
tries, whether described in terms of physical output or sliare of net 
national product, should be appraised in this light. Only in part did 
it represent a growth in the scale ^nd maturity of Japanese industry 
in response to civilian needs, capabilities, and peacetime opportuni- 
ties. In part it was a conscious redirection of the country’s re- 
sources away from such manufactures as textiles, pottery, and 
foodstuffs, and toward those strategic industries considered vital 
as instruments of national expansion. In lesser degree the same 
thing may be said of the whole advance of factory industry and 
mining relative to agriculture and the small-scale trades. 

The long-term trend toward the greater diversification of Japan’s 
economy went much deeper than this. Too often it is interpreted 
largely in terms of the military goals of the State, to the neglect of 
other underlying forces of economic growth emphasized in this 
study. It would be a mistake, however, to overlook the persistent 
influence of national policy in shaping the course of events. From 
the days of the early Meiji statesmen, Japan’s political ambitions 
gave a special tw'ist and emphasis to her industrial development. 

Structure of Employment 

The structure of employment in prewar Japan, like the pattern 
of national income, shows the marked changes brought about by 
the expansive forces described in preceding chapters. By 1930 
Japan was already well along the road to the industrialization of 
employment. With her population now at the full tide of growth. 

Oriental Economist, vol. vi, no. 10, October 1939, p. 692. 

Economic Statistics of Japan, 1961, cited, pp. 285-86, 288. 
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new job opportunities had to be sought — and were found — mainly 
outside the traditional rural occupations which had previously 
through the centuries been the foundation of her economic life. 

Labor Force in Prewar Japan. The first national census of popu- 
lation and employment in Japan was taken in 1920. Prior to that 
time neither the size of the labor force nor its distribution among 
occupations can be measured with any accuracy. The increase in 
the working population was discussed in Chapter 4, with the con- 
clusion that it grew steadily with the increase in total population, 
though very likely at a slower rate. The opinion was ventured that 
it increased by perhaps no more than 65 to 75% from 1875 to 
1935, as the total population doubled. However, the difficulties of 
definition, as well as the inadequacy of statistics, make any such 
estimate problematical. 

Still more do these difficulties obscure the shifting pattern of 
employment as among various occupations before 1920. In Chapters 
3 and 4 reference was made to the oft quoted figures of Prof. S. 
Hijikata, purporting to show the changing distribution of the labor 
force by principal occupation through the Meiji decades. Linked 
with the 1920 census, they show a redistribution after 1880 as 
follows 



mo 


mo 


mo 


Number 

{thousands) 

Percent 

Number 

(thousands) 

Percent 

Number 
( thousands ) 

Percent 

Total gainfully 
occupied 

19,872 

100,0 

2r,,so8 

100.0 

27,268 

100.0 

Agriculture, fishing, 
and mining 

16,100 

81.0 

17,477 

69.0 

15,110 

55.4 

Manufacturing and 
construction 

1,267 

6.4 

3,281 

13.0 

5,300 

19.4 

Commerce and 
transport 

1,277 

6.4 

2,566 

10.1 

4,225 

15.5 

Other private and 
public services* 

6'i7 

3.3 

1,050 

4.1 

1,442 

5.3 

Other 

571 

2.9 

934 

3.7 

1,191 

4.4 


■ Excluding domestic service. 


Unfortunately, little confidence can be reposed* in the pre-1920 
figures, for reasons noted earlier. (Sec page 129.) One doubts very 

Hijikata’s estimates for 1880 and 1900 are from Yamada, op.ei7., p. 152. The 
1920 census figures (occupational classification) are quoted here from Imperial 
Cabinet, Bureau of Statistics, Rodd Tdkei Yoran (1930), Tokyo, 1930, pp. 8-4. To 
the census total in the occupational classification I have added 642,000 domestics 
(derived from the industrial classification), not otherwise included. 
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much that agriculture and fishing afforded the chief occupation 
of as many as 80% of the working population in 1880. Certainly 
their share of actual employment could not have been so large, even 
at this early date. Nor could the number of gainfully employed 
persons in other occupations have advanced subsequently by regular 
year-to-year increments, as Hijikata’s figures require us to believe. 
But it is hardly worth speculating over the details. The main drift 
is clear, in any case. As economic development proceeded, it multi- 
plied the opportunities for gainful employment outside the crowded 
field of agriculture. In part these opportunities developed as by- 
employments pursued by peasant families on the farm or in the 
neighboring town. In part they sprang up in the cities as Japan’s 
industrial centers grew apace and drew millions of young people off 
the farms into urban livelihoods. 

At the turn of the century three out of every five families in 
Japan were still engaged in farming, at least part-time, according 
to official reports. The figures are 5.4 million farm families out of a 
national total of 8.4 million families in 1903. Over the next thirty- 
five years the absolute number of agricultural families, as given by 
Norinsho Tdkeihyd, remains virtually stationary at about 5^/2 niil- 
lion. Actually, the official reports for these early years may exag- 
gerate the population remaining on the farm, owing to deficiencies 
in the registration system. Moreover, there is no basis for estimating 
what share of the labor power of farming families was really being 
devoted to agricultural pursuits. This share may well have declined. 
Referring to the period around 1918, for example, J. W. Robertson 
Scott concludes that 5M> million families probably furnished no 
more than 10 million effective farm workers.'* 

In any event, Japan remained throughout the Meiji era a pre- 
dominantly agricultural country. Farming continued to provide the 
largest share of the national income, and to afford the principal 
livelihood for over half of the country’s population. Only slowly did 
it yield to the advance of the newer industries and service trades, 
where the more dynamic growth was taking place. More rapid 
transfer to nonagricultural pursuits was held in check by the swelling 
population, which brought intense competition in the industrial 
labor market and dammed up the existing farm population on the 
land. 

Beginning in 1920, it is possible to gain a more accurate picture 
of the shifting pattern of employment. 

Three nation-wide enumerations of the Japanese labor force w’ere 
made, in 1920, 1930, and 1940. These censuses were comprehensive 
in scope, and fairly consistent in their industrial categories. How- 
The Foundations of Japan, London, 1922, p. 412. 
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ever, certain major ambiguities remain. People were asked simply 
whether they were gainfully occupied or not, and if so what their 
“principal” occupation was. Thus the figures include an immense 
but indeterminate amount of part-time employment, as well as some 
totally unemployed persons. We cannot be sure whether a rise or 
decline in the number reported as gainfully occupied in agriculture, 
for example, is anything but a more or less complete enumeration 
of part-time workers, especially women, children, and aged persons 
employed at home. Moreover, subsidiary and joint employments 
were still widely prevalent in Japan. For millions of peasant families 
supplementary nonagricultural pursuits were the chief source of 
cash income. Other millions of people combined handicraft industry 
with commerce, transport, or other services, one or the other being 
given as the chief occupation. The basket-maker, for example, might 
sell his product in the neighborhood; the food-vendor might pre- 
pare his own foodstuffs for sale. To place them in any single cate- 
gory is rather arbitrary, and fails to give a true measure of actual 
employment. 

All this does not nullify the value of the census figures. To some 
extent the over- and underestimates in various industrial categories 
tend to cancel out. For example, the number of persons rt'corded 
in manufacturing includes many part-tinie workers wdio gave it as 
their chief occupation ; but it excludes others who are classified else- 
where and yet followed it as a by-employment. There is no reason 
to assume that the two groups are equal, however, so the figures 
are a poor guide to the relative amount of labor actually expended 
in various pursuits. This situation is of course t}pical of all coun- 
tries, East and West, where occupational di\ision of labor is not 
yet highly specialized and economic life still organized largely 
on a family basis. It rna}" be recalled that Japanese farms were 
still operated almost entirely with family labor. Out of 14,087,000 
persons principally occupied in agriculture and fisliing in 1930, 
only 745,000 were non family wage earners. Even in the remainder 
of the economy, family workers furnished nearly 20% of the 
total number of employed workers, excluding entrepreneurs. (See 
Table 17.) 

With these limitations in mind, let us examine the major .shifts 
which took place in the principal employments of Japan’s work- 
ing population after 1920. Table 40 groups the fotal labor force 
in certain broad industrial divisions between 1920 and 1940. The 
year 1940 was abnormal, of course. War mobilization was already 
well advanced. Heavy industry w'as booming under the stimulus of 
rising expenditures on munitions, war plants, and Manchurian de- 
velopment. The growing shortage of labor to man the war indus- 
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Table 40. Population and Labor Force of Japan Proper, 
with Major Industrial Groupings, 19W-i(P 


mo 

mo 

mo 

Number 

Number 

Number 

(thouannda) Percent 

{thousands) Percent 

( thousands ) Percent 


Total 

population 

J5,96'a 

100.0 


100.0 

73,075 

100.0 

Civilian 

labor force 

27,011 

48.4 

29,377 

45.5 

32,483 

44.4 

Armed force.s** 

250 

0.4 

243 

0.4 

1,694 

2.3 

Unoccupied 

28,702 

51.3 

34,830 

54.0 

38,898 

63.2 

Total 

labor force 

27,20] . 

100.0 

20,620 

100.0 

34,177 

100.0 

Male 

If), .987 

62.3 

19,030 

64.2 

21,424 

62.6 

Female 

10.274 

37.7 

10,589 

35.7 

12,753 

37.3 

Civilian 
labor force 

27,011 

100,0 

29,377 

100.0 

32AS3 

100.0 

Extractive 

industries 

15,272 

56.6, 

15,014 

51.1 

14,983 

46.1 

Agriculture 

and fishing 

(14,824) 

(54.9) 

(14,699) 

(50.0) 

(14.385) 

(44.3) 

Mining 

(448) 

(1.6) 

(316) 

(1.1) 

(598) 

(1.8) 

Manufacturing and 

construction 

5,139 

19.0 

5,876 

20.0 

8,132 

25.0 

Civilian services 

6,542 

24.2 

8,415 

28.7 

9,150 

28.3 

Commerce, 

transportation, 
and communi- 

cation.s 

(4,614) 

(17.1) 

(5,851) 

(19.9) 

(6,246) 

(19.2) 

Government 
and the 

professions 

(1,266) 

(4.6) 

(1,762) 

(6.0) 

(2,196) 

(6.8) 

Domestic 

(662) 

(2.4) 

(802) 

(2.7) 

(709) 

(2.2) 

Other 

59 

0.2 

71 

0.2 

218 

0.7 


‘‘Census dutd for 1930 nre from Tm])rrial Cabinet, Bureau of Statistics, Showa Oo-nen 
Kokuaci Chdaa Sniahv Hokokuaho, Tokyo, 1938, pp. 348-49; for 1920 and 1940 they are from 
Prime Minister's Office, Statistics Bureau, Japan Statiatiral Year-Book, 1949, Tokyo, 1949, 
pp. 68-71. The labor force classification is by the industry to which the person is attached 
(e.g., manufacturing), rather than by occupation (e.g., carpenter, salesman) as in the 
census figures quoted on- page 462. Persons are classified by their chief employment, or if 
idle, where last employed. Excluded from each category are part-time workers w'hosc chief 
employment lay el.sewhere. 

to The 1920 and 1930 totals exclude all components of the armed forces except officers and 
enlisted men, and all persons outside Jay)an Proper. These figures nre taken from the census 
classification by occupation rather than that by industry. The 1940 total comprises all mem- 
bers of the armed forces whether in Japan or overseas. Most of the increase came after 1937, 
when the number was still only 634,000 at year-end. 
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tries as well as the armed forces had begun to produce serious bottle- 
necks in certain skills. Initial measures to conscript and allocate 
industrial manpower had already been approved in 1938 and 1939. 
These controls were still largely on paper, liowever. The civilian 
employment situation in 1940 may still be viewed mainly as an 
intensification of trends carrying back through the previous decade 
and earlier. 

Several conclusions may be drawn from Table 40 : 

1. The total labor force in Japan increased in twenty years from 
27.3 to 34.2 million, or 25%. This was less than the rate of growtli 
in the total population (32%), but about the same as the increase 
in the number of people in the ages fifteen to fifty-nine. (The 1940 
figure includes young men absorbed into the armed forces overseas, 
but excludes considerable numbers of civilians who also migrated 
to the colonies and to occupied China in administrative, business, 
and professional jobs created by expanding empire.)’® Altogether 
nearly half the population of Japan w^as gainfully employed at 
the end as well as the beginning of the period. It was a relatively 
young labor force, with 41% ranging between the ages of fifteen 
and thirty in 1930. Nearly two thirds were males. In terms of actual 
labor power, however, women and girls accounted for considerably 
less than one third of the total. Part-time employment was much 
more prevalent among them; perhaps also total unemployment on 
the date of the census. 

2. Agriculture remained the major source of gainful employment 
(as opposed to net income) in prewar Japan. Together with the 
related occupation of fishing, it continued to nccu])y over 40% of 
the working population of the home islands. For civilian males the 
proportion was 36% in 1940; for females 57%. The more inter- 
esting fact is its rapidly declining lolc, e.specially as a source of 
male employment. The number of persons recorded in agriculture 

59 The role of emip^ration in the ulili/.ntion of .Ia|)«nrse manpower ilurinp: the 
interwar years is examined in detail in u fortheoniinp study of .J;ip;ine«.e population 
by Irene IJ. Taeuber. My own impression, based on a much rn«)re cursory study 
of the fipiires, is that prior to when militaiv expansion and colonial develop- 

ment moved into hipher pear, neither the armed forces nor net civilian emipration 
overseas bulked larpe in the total employment situation, even for younp men in 
the most productive apes. As marpinal outlets, of course, they could have had a 
sipnihcancc out of proportion to the mmibets involved throiiph reinxinp thc.]>ressurcs 
on the iob market at home. (Sec above, papes IST-.'iS.) 

Yet the absorption of these men into the Army and Navv, or into overseas 
civilian employment, enn hardly be reparded as an economic safety valve for Japan 
in reality unless the biiildinp of empire contributed to the preservation and prowth 
of her civilian economy. In point of fact, as it turned out, the intense activity of 
the thirties directed to empire expansion represented a prodi pious investment of 
Japanese resources on which little return was ever collected except war and 
disaster. (See Chapter 10.) 
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and fishing actually dropped 439,000 from 1920 to 1940. Mean- 
while the labor force as a whole increased 6.9 million. Thus the entire 
net addition to the working population, after allowance for civilian 
in- and out-migration, found principal employment outside agricul- 
ture, in both the twenties and the thirties. Military mobilization in 
the latter decade took an additional 1.4 million men out of civilian 
jobs by 1940 — over 1 million after 1937. Yet nonagricultural 
civilian employment within the home islands still absorbed 5.8 mil- 
lion, or 84% of the increase over 1920. 

This stability of numbers engaged in farming is believed to have 
characterized the whole period after the turn of the century, as 
remarked earlier. The process of industrialization, despite its rapid 
rate, did not succeed in moving people off the farm, so rapid was 
the growth in total population. It failed therefore to increase sig- 
nificantly the ratio of land to agricultural workers. But it did pro- 
vide some sort of livelihood in nonagricultural pursuits for the 
numbers added to the labor force, and at a slowly rising standard 
of living. This was no mean achievement in view of the 67% increase 
in the population after 1900. Possibly, too, those who remained on 
the farm were able to acquire an increasing margin of income from 
nonagricultural employments, at least until the decline of the raw 
silk trade after 1925. Nonfarm employment piovided 15% of the 
earned net income of agricultural families in one sample sur*. ?y of 
1935. (See below, page 491.) A 1938 investigation revealed that 
only 46% of Japan’s 5.4 million farm families were wholly engaged 
in agriculture, and another 30% ‘‘mainly” so. Some 24% gave 
farming as a subsidiary occupation.*® 

3. Actually the shift of able-bodied workers out of agriculture 
after 1930 was greater than the figures of Table 40 suggest. Espe- 
cially was this true in the late thirties under the pressure of military 
conscription and the boom in war industries. From 1930 to 1940 
employment increased 2.3 million in industry, and nearly 1 million 
in the professions. Meanwhile the armed forces also grew to un- 
precedented size. Mainly this was a demand for young men. It wras 
supplied only by the transfer of 1,100,000 males from agriculture 
and of 400,000 from commerce. The former were replaced in large 
part by the wives and daughters of farm families w'ho now had to 
perform an increasing .share of farm labor. Eventually, however, 
this reserve of home labor proved inadequate, and the continued 

2" Supreme Commander for the Allied Powers, GHQ, Natural Resources Section, 
Report No. 101, Japatipse AffricuJtural Land Stntisticsr Tokyo, 1948, p. 17. There 
are estimates showing that only one in three farm families in the eighties had any 
supplementary occupation, but it is impossible to judge their accuracy or com- 
parability. 
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drain of men to the Army and the factories had adverse effects on 
farm output. Together with the shortage of fertilizer it brought an 
acute decline in food production in the late war years, just as food 
imports were virtually shut off by the Allied blockade. 

Here is an illustration, parenthetically, of an important truth 
often overlooked in discussions of Oriental industrialization. As long 
as farming techniques remain primitive, there is no large surplus 
of labor in the densely populated countryside of Japan or of other 
Far Eastern countries, except in the slack seasons and for neighbor- 
hood by-employment. No large number of able-bodied workers can 
be taken off the farm without curtailing output, unless improve- 
ments in production methods to economize labor arc simultaneously 
carried out. This was not possible in wartime Japan.*' 

4. Finally, the relative employment gains in Japanese manufac- 
turing and the various service trades from 1920 to 1940 are of 
some interest. Industrial production grew more rapidly through this 
period than any otlier major component of economic activity in 
Japan. Its over-all increase approached 200% (Table 8). Yet the 
number of persons principally occupied in manufacturing and con- 
struction rose only 60%. Some 3 million workers were added to the 
industrial labor force, mainly after 1930. B\it the total working 
population of the country increased by more than twice this num- 
ber. The balance were absorbed into commerce, transportation, and 
the professions, or were conscripted into the armed forces after the 
Manchurian incident in 1931. 

In short, despite the growing manpower pool, technological ad- 
vances in Japanese industry were so marked through this period 
that industrial employment lagged far behind production. Nor did 
the Army and Navy, or civilian emigration overseas, afford much 
relief from the pressure on the labor market until the late thirties. 
Even then colonial emigration took mainij/ civil servants, business 
and professional people; the net flow of civilian unskilled labor was 
inward from Korea, not outv^ard. Agriculture having long been 
saturated, a large share of the new workers added each year to 
the labor force thus crowded into retail commerce, local transporta- 
tion, and other urban services. These services naturally grew in 
importance with the development of the Japanese economy. And 
increasingly they emerged as specialized occupations where formerly 
they had been combined more largely wdth farming or craft in- 
dustry. How'ever, except in the more mechanized branches like rail- 
w'ay transport, and the highly trained professions, productivity per 
worker remained very low’ throughout these trades. Here, as in 

21 The Japanese Wartime Stanaard of Living and Utilization of Manpower, cited, 
pp. 48ff. 
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agriculture, the pressure of population tended to perpetuate the 
primitive techniques and small-scale organization which had char- 
acterized these occupations traditionally. 

In summary, the picture which emerges is one of marked transfer 
of employment away from agriculture, but with the rate of transfer, 
and the rise of productivity in both old and new occupations, held 
back by the relentless tide of population growth. A half century 
of industrial development had brought Japan to a midposition be- 
tween the agrarianism of the traditional Far East and the advanced 
industrial specialization of a Britain or a Germany. At the close 
of the prewar era, upwards of half of her working population was 
still mainl}*^ engaged in agriculture, the absolute numbers little 
changed. The proportion w'as about tliat of Germany in 1890. But 
25% now found their livelihood chiefly in industry. The balance, 
25 to 30%, were cmi)loyed in trade and transportation, together 
with a variety of private and governmental services. 

Productivity and Employment. It is a commonplace that the 
industrialization of Asia involves much more than simply building 
factories and cities into which poverty-stricken peasants may escape 
from their overcrowded farms. In Japan employment opportunities 
were w'idened and diversified only as the outgrowth of a whole series 
of political, social, and economic changes. These made possible a 
slow rise in per capita production and incomes despite the parallel 
increase in the working population. The resulting rise in income and 
well-being could not have proceeded very far without industrializa- 
tion, given Japan’s deficiency in land and other natural resources. 
But the shift in employment aw'ay from the extractive industries, 
as suggested earlier, was a necessary condition of her develop- 
ment rather than its cause.” 

In explanation of the direction and rate of ’this shift, emphasis 
w^as ])laced in Chapter 8 upon the redirection of demand for Japa- 
nese goods and services. As economic development proceeded, a ris- 
ing proportion of Japanese incomes was spent upon consumer goods 
and services and capital equipment produced mainly in manufactur- 
ing, construction, and the service trades. The impact of this change 
in spending habits w’as reinforced in turn by the play of reciprocal 
demands in foreign trade. Here, too, Japan’s changing import 
needs and her export opportunities in the world economy of this 
period turned her increasingly tow'ard industrial specialization, as 
her manufacturing caj)abilities matured. Internal grow’th and ex- 
ternal advantage thus combined to sliift the balance of the Japanese 

22 This is not to deny, as remarked earlier, that industrialization and urbaniza- 
tion themselves greatly facilitate the introduction of new desires, new skills, and 
a new mobility in a traditionally static society, thus accelerating change at all levels. 
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economy away from primary production — a tendency accelerated by 
the pronounced bias of State policy in favor of industry in general 
and certain strategic industries in particular. 

It remains to draw attention more explicitly to the fact that the 
actual distribution of Japan’s labor force among various occupa- 
tions reflected not merely the altered structure of demand but also 
the changes in the relative supply of various productive resources, 
their efficiency, and their cost. 

This point has been discussed earlier in different context, but 
deserves reiteration here. For the demand for cotton goods or for 
coal is a demand for the joint services of several agents of produc- 
tion. These include a variety of natural resources, types and grades 
of machinery and equipment, labor and managerial skills. Physical 
and technical conditions usually set limits to the range of possible 
combinations, to be sure. Coal production requires mines. Steel 
billets can be produced in quantity only with large and expensive 
rolling mills. Medical services can hardly be provided without doc- 
tors. But most things can be created witli fairly wide variations in 
the combination of particular types of labor and capital. To cite 
one familiar illustration, rice may be grown wu’th intensive hand 
labor and close economy of land and mechanical equij)ment, as in 
Japan. Or it can be growm w'ith extensive u.se of land and machinery, 
as in the United States. 

Within certain pliysical limits the most efficient combinations — 
the technical coefficients — depend mainly upon the relative scarcity 
and prices of the factors of production. And the latter in turn reflect 
population, natural cndow'rnent, and all the social circumstances 
which determine the availability of capital in various forms and of 
labor in various grades, skills, and locations. Historically, therefore, 
the relative costs of the different productive factors in Japan have 
largely influenced the change in the employment of any particidar 
agent which has resulted wdien consumer demand shifted increasingly 
from food to better housing and clothing, for example, or wlien 
foreign markets were widened for Japanese silk and cotton goods. 

In preceding chapters, especially Cliapter 4, a contrast has been 
drawn between the technical coefficients of production in Japan 
and in the wealthier nations of the West. The comparative scarcity 
of capital resources in Japan, both natural aild rnan-lnade, has 
necessitated far greater reliance upon masses of unskilled and semi- 
skilled labor. Close economy has had to be practiced in the use of 
land, machinery, and the more advanced technical and managerial 
skills. This tendency appears in the liand cultivation of crops, in 
human transport, in “overstaffing” of factories and government of- 
fices, in the cheapness of unskilled personal services of all kinds. It 
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has been sustained since 1868 by rapid population growth; also by 
such social institutions as the fragmented system of land tenure 
and a family structure which encourages the widespread employ- 
ment of women and children. The early success of the Japanese tex- 
tile industries in the face of long-established Western competition 
ow'ed much to the abundance of low-wage labor of the requisite 
skills, which could be put to work with steadily improving equipment 
and techniques. Low wages also figured in the rise of other factory 
trades whicli were readily assimilated in this type of industrial 
environment. 

More pertinent here than such international comparisons is the 
fact that within Japan itself there occurred broad historical shifts in 
the relative suppl}' and price of various factors of production. This 
is reflected, for example, in the decline of interest rates relative to 
the earnings of labor. It is equally evident in the qualitative improve- 
ment which proceeded at varying rates in the different types of labor 
and capital techniques. The result of these differential changes was 
a corresponding change in the combination of industrial agents 
which it was economical to em|)loy at any time in various productive 
uses. How many people came to be occupied in industry as compared 
with agriculture, for instance, depended upon the relative progress 
of mechanization in tliese fields no less than upon the shifts in home 
and foreign demand for their respective products. 

All this is on a rather abstract level. Unfortunately, detailed 
verification throughout the Japanese economy is a thorn}^ under- 
taking, full of pitfalls. Japanese statistics, as we have seen, hardly 
permit accurate comparisons of the productivity of labor and capi- 
tal as between major industries. Nor are they adequate for measur- 
ing historical clianges within many important sectors of production. 

*1^) suggest certain broad contrasts at a late stage in Japan’s 
prewar development, there are placed side by side in Table 41 the 
distribution of the Japanese labor force, and that of net income 
produced, in the major divisions of the Japanese economy during 
1930. Beside giving a more detailed breakdown of employment 
than was presented in Table 40, this also calls attention to the 
wide disparity in value of output per worker as among different 
fields. 

In making miy such comparisons between the number of workers 
and the net vnlue of their output, one should bear in mind the 
nature and fhe limitations of the figures. Otherwise Table 41 can 
he seriously misinterpreted. The industrial categories of both tabu- 
lations are themselves closelv comparable. The census classification 
of employment has been modified to bring it into conformity with 
the income classification used above. But the income calculation, 
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Table 41. Labor Force and Income Produced in Japan Proper, 
by Industrial Dwislons , 1980'^ 


LABOR FORCE BY 

CHIEF OCCITPATION 

Number 

{thousands) Percent 

CONTRIBUTION 

TO NATIONAL 

INCOME 

Percent 

Total 


100.0 

100.0 

Agriculture {and forestry) 


47.7 

10.7 

Fishing 

rtfis 

1.0 

1.S 

Mining 

sin 

1.1 

S.O 

Manufacturing^ 

4,9 IS 

10.0 

27.S 

Factory industry, private 

1,083 

6.7 

17.6 

F’actory industry, governinent 

1.53 

0.5 

l.I 

Workshop industry 




(and othci ) 

2,777 

0.4 

8.5 

Construction 

tms 

S.^ 

4.0 

Transport and communications*' 

Lino 

S.0 

0.S 

Railways 

304 

1.0 

4.0 

Electrical coniniuiiicatioiis 

215 

0 7 


Other 

640 

2.2 

! 

Trade, wholesale and retail 

s,2nn 

11.1 

10.7 

Finance (and real estate) 

S74 

US 

S.O 

Other private services 

s,n7n 

0.0 

0./, 

Professiuin 

638 

2.2 

4.6 

Catering, annis«'mcnts, etc. 

1 ,236 

4.2 

3.1 

Doine.stic 

802 

2.7 

1.9 

Other government services'^ 

1,1 n 4 

s.o 

11.1 

Education 

352 

1.2 

— 

Armed forces 

243 

0.7 

— 

Other 

558 

1.9 

— 

Miscellaneous 

77 

0.J 

— 


■ National income data ^rom Table 38; labor force from Imperial Cabinet, Tbireaii 
of Statistics, Shdzva Go-npn Kokusei Chosn Snishu Ilokokusho, Tokyo, 1938, pp. 
348IF. As in Tabic 40, ]>er.s»ms are classified accordinp to their chief emplovmcnt and 
in the industry to which thev were attached. Part-time workers in anv industry are 
excluded when their chief employnicnt was elsewhere. Certain detailed industrial 
categories of the census have been shifted and recombined here to arrive at a classifi- 
cation roughly consistent with that used in the national income estimates of Table 
38. Unemploved persons are classified where last employed. The census shoued only 
320,000 unemployed on October 1, 1930, but unofficial estimates run to 1,000,000 
or more. 

»*The census total for manufacturing is subdivided here as follows: The number 
of private foclory workers (i.e., in plants equipped to employ five or more o])eratives) 
is from Ministry of Commerce and Industry, Kojfi Tfikeihyo (1930), p. 12, with the 
addition of 40.000 entrepreneurs and 157,000 unemployed. (See T^.S. Department of 
State, national Inrorne of Japan, Washington, 194.5, p. 128.) Clovernment factory 
workers are tabulated from Shdrva Oo-nen Kokusei Chdsa Saishu TI dkokusho, cited, 
pp. 349-.51. Workshop industry is a residual which includes workers in 1,200,000 small 
establishments plus a small number engaged in salt manufacture, newspaper and 
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magazine publishing, and the movie industry (“Other industry*’ in Table 38). As 
unemployment in factory industry is probably underestimated, it is likely that the 
factory totals are too low and the residual workshop figure too high. For further 
details, see above, pages 111-12. 

c Census total plus 213,481 employed in government communications. 

d The detailed census figures are used here to reclassify these service occupations, 
distinguishing for example between public and private education, medicine and 
public health. “Other government services’* includes all national and local adminis- 
tration but omits employees of government-owned railways (282,499), bus lines 
(4,539), industry (153,348), and communications (213,481) — all of which appear 
elsewhere. The armed forces component is confined to officers and enlisted men. 
“Other” includes 33,492 persons in public revenue monopolies, some of whom belong 
more properly in government industry. The figures, however, do not permit a 
satisfactory breakdown. 

as detailed earlier (Table i38), contains a measure of error as a 
valuation of tlie net earnings of labor and capital employed in each 
sector of the economy. And the labor force, to repeat, is distributed 
by principal occupation only, as reported by the census. Without 
corrections for wide variations in the amounts of part-time entploy- 
ment and unemployment no real estimate of output per head in 
various pursuits is possible. 

Table 41 docs tend, nevertheless, to support certain broad con- 
clusions attested by more direct evidence. Net output per worker 
appears to be relatively high in factory industry when valued at 
prevailing market prices. Here 7% of Japan's labor force, as 
recorded by the census, produced 18% of the national inconic. It 
is also high in mining and railway transport, and in the skilled 
professions. It is low in workshop industry, in small-scale transport 
and domestic services, and most importantly in agriculture. These 
disparities remain even if a large allowance is made for more 
part-time employment (and unemployment) among the persons re- 
corded in agriculture, small industries, retail trade, and other less 
capitalistic pursuits. 

The main reasons for this disparity are obvious. Large factories, 
mines, and railways require a higher proportion of special skills 
and aptitudes which are scarce and difficult to acquire. They there- 
fore command a higher rate of return. They also entail compara- 
tively heavy outlays per worker on plant, equipment, patented 
processes, etc. Net jjroduct per w’^orker reflected not only higher 
average wages and salary rates but also earnings on larger amounts 
of invested capital. Finally, these sectors of business enterprise, be- 
ing less atomistic in structure, more difficult of entry, and more 
accessible to governmental favors, were apt to be pervaded by mo- 
nopolistic influences which conferred higher rewards on entrepre- 
neurship and investment. 

Especially significant is the poor showing of agriculture. Net 
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product in factory industry at market prices in 1930 was about 
1,000 yen for each person chiefly occupied in this field. It was as 
high as 2,000 yen in chemical plants. In agriculture, however, net 
product per farm operator principally engaged in farming (and 
forestry) was less than 400 yen, if this computation of national 
income is at all close to the truth. Yet these 5 million farm operators 
together employed an additional 9.1 million persons reported as 
similarly engaged. The latter were part-time family workers to a 
large extent. Many probably contributed very little. But clearly, 
per capita output on a full-time basis would work out at even less 
than 400 yen in Japanese agriculture with these figures; especially 
as total agricultural product (1,706 million yen) includes the out- 
put of some 600,000 farm operators omitted from the above calcula- 
tion because they reported farming as only a subsidiary occupation. 
Probably some product produced and consumed on the farm is 
omitted. On the other hand, no allowance is made for improvements 
in land and buildings or certain other minor costs properly de- 
ductible from gross output.^® 

Moreover, not all of this meager return could be kept by the 
farmer himself. The Cabinet Bureau of Statistics estimates the 
net output of these 5.6 million peasant families at 1,838 million yen 
in 1930, with no deduction of taxes, interest charges, or rent as an 
item of cost. (Public forestry is excluded here.) Table 38 (and 41) 
above deducts only of the taxes paid by farmers as represent- 
ing the contribution of the government to agricultural output. 
Actuallv, something like 700 million yen was paid over as rent, in- 
terest, and taxes to persons outside of agricullure, i.e., to absentee 
landlords, bank^, and the government.^* 64% of the earnings 

of agricultural labor and capital on this basis were retained ])y farm 
families. These figures may undertake the value of food and other 
necessities supplied directly on the farm."'^ But it is easy to see why 

23 Net pTofluct in industry is computed from Tables and 41. The figures for 
cnijdoyers jirincijially occufiicd in agriculture and forestry (4, 277, !(»(») and for in- 
dependents (72IVJ24) arr Irorn nokasri dhOita Snuthu Ilokokunho (1930), cited, 
p. 202. The Ministry of Agriculture and Fore.strj gives the total number uf farm 
families as .'5,.599,(>70 in 1930, including tho.se for whom farming w'as n .subsidiary 
occupation. Imperial Cabinet, Bureau of Statist ic.s, Nippon Teikokv Tokei Nenkan, 
no. 51, Tokyo, 1932, p. 11. 

24 National Inrome of Japan^ cited, pp. 161-71. Taxes accounted for 336 million 
yen; rent paid to absentee landlords is estimated to necount for 173 miKion out of 
total rent payments of 463 million yen; and interest elinrges paid t() persons outside 
of agriculture, 173 riiillion out of 460 million yen of interest charges on agricultural 
debt. 

25 Yet they tend to be confirmed by other official farm .surveys which ]»ixrport to 
include all income in cash and kind. In the following year, 1931, a survey w'as made 
of 277 families whose farms (and probably inconie.s) were well above average size. 
Net family income from agriculture, after deducting rent and other expenses, was 
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the typical peasant family, and even more the millions of small 
tenant farmers, were under severe pressure to supplement their 
agricultural earnings witli other industrial and commercial pursuits, 
carried on in the neighborhood or by sons and daughters who mi- 
grated to the city. 

The year 1930 was a poor year for agriculture, it is true. Crops 
were generally good, but in the deflationary setting of the late 
twenties they drove farm prices down to ruinous levels. In 1930 the 
ratio of agricultural prices to those of industrial commodities 
bought by farmers was nearly 20% below its 1925 level.^® As the 
above calculations of net product are market valuations, they reflect 
all the forces affecting the relative prices of goods and services. 
The agricultural depression of these years, followed by the indus- 
trial boom of the tlilrtics, enabled industrial producers to claim an 
increasing share of the national income yjer unit of outpui. 

Yet earlier, too, the average rates of return on capital, and on 
labor of comparable grades and skills, were probably lower in 
tlapanese agriculture than in modern industry and transport. Net 
earnings on capital invested in agriculture tended to be depressed by 
a continuing j)reiniuin on tlje ownership of land. (See pages 296-98.) 
And certainly common labor on the farm was poorly remunerated, 
being performed to a large extent by peasant families so r-ituated 
that alternative employments were not readily available. Low pro- 
ductivity in monetary values is therefore partly a substandard rate 
of return to the agents of production in agriculture, by comparison 
with the more modern seclors of the economy. This circumstance, 
aggravated by the Great Depression, was at the root of the social 
discontents which tlie Army exploited in its anticapitalist, anti- 
democratic propaganda of the thirties. 

n'he physicnl productivity of labor on Japanese farms also 
lagged markedly behind the advances scored in industry. A primi- 
tive level of technology was still evident on every hand, in the crowd- 
ing of families on the land, the shortage of working capital, and 
the limited use of machinery and even of draft animals. (Sec above, 
pages 194-96.) Japan continued as late as the early thirties to 
employ as much as 40% of her effective (working) labor force in 
farming. Mast of this labor went into the production of rice and 

ns follows: owner-operators, 478 yen; part-owners, 391 yen; tenants. 312 yen. Other 
source.s of income added 163, 144, and 137 yen respectively in the three classes. Stn- 
listic.s Ilmeaii, Prime Minister’.s Office, Japan Sfatisticnl Year-Hook, /.9?.9, Tokyo, 
1941, pp. 224-25, 228-29. Dctnil.s of a similar survey in 1935, when incomes had re- 
covered somewhat from their dc]iression iows. are piven below, pape 191, 

2" Mitsuhi.shi Economic Research Rnreau, Japanese Trade and Indnstry^ London, 
1930, p. 170. For u further description i>f the plight of agriculture at this time, .see 
above, page 03. 
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other high-calory cereals. Rice yields per acre were the highest 
in Asia. Yet even this concentration of labor power on agricultural 
foodstuffs yielded only a meager diet for Japan’s 65 million people. 
Such improvements as were made in dietary standards after 1914 
came about mainly through increasing imports from overseas, to- 
gether with technological improvements in fishing. 

On the other hand, earlier chapters have cautioned against the 
conclusion that physical productivity per agricultural worker did 
not in fact register significant advances in Japan after 1868. To 
repeat what has been said before, the physical volume of agricultural 
production probably rose at least 75% from 1895-99 to 1935-39, 
perhaps more. (Table 3.) Meanwhile the area under cultivation in- 
creased by only about 20%, and the number of farm families by per- 
haps no more than 10%, if that.” At the end of this period, in other 
words, the average peasant family operated a farm little larger 
than at the beginning. Yet it was able to produce at least 75^r more 
food and raw materials, with no greater expenditure of labor, j)er- 
haps even less. Net product advanced more slowly owing to growing 
outlays for fertilizer and other deductible expenses. 

Increasing agricultural yields were paralleled with more rapid 
gains in other extractive industries. Chapters 3 and 4 appraise the 
broad quantitative results, so far as the data permit. Even at a 
conservative estimate, food production probably doubled and raw 
material production more than tripled from 1895-99 to 1935-39. 
Meanwhile the country’s population rose only 40%, from 42 to 71 
million, and the labor force principally occupied in primary pro- 
duction appears not to have increased at all. l^ho estimates quoted 
earlier suggest an actual decline from 17 to 15 million workers. 
Primary production, therefore, gained e\^n more rapidly in rela- 
tion to manpower in the extractive industries than in relation to 
the total population — especially before 1920. It provided a major 
share of the food, the industrial materials, and the markets which 
supported the entire increment in Japan’s w^orking popuhition in 
nonagricultural employment. 

The trend was in the right direction, in other words. If it failed 
to raise rural living standards more rapidly than it did, this was 
because of the headlong growth of population, the limit upon re- 
sources, and those other social and political obstacles which blocked 
a more thoroughgoing reconstruction of Japanese peasant life. 

In manufacturing, technological progress was of course much 
more rapid. From such figures as are available it appears that out- 
put per manufacturing employee was increasing in the later decades 

27 This is a rough extrapolation of annual figures of farm population and culti- 
vated area which actually go back only to 1903. See above, page 93, note. 
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at a rate which would double it every twenty to twenty-five years. 
The mechanization of industry is indicated in the rapid increase of 
horsepower per worker in factory industry — discussed in Chapters 
3 and 4. Because mechanization advanced much more rapidly in 
manufacturing than in agriculture, the redirection of Japanese 
labor toward industrial pursuits proceeded more slowly than might 
be inferred from the increasing importance of industry as a source 
of national income. 

The same contrasts are found, of course, among various in- 
dividual industries making up the manufacturing total. Without 
entering upon 1 ’storical comparisons, we may simply note the con- 
trast at one point, again the year 1930, between the respective 
contributions of several major industries to net manufacturing prod- 
uct, on the one hand, and industrial employment, on the other. 
Here it is better to confine the comparison to private factories 
normally employing five or more operatives, rather than consider 
industry as a whole. This reduces the amount of part-time employ- 
ment otherwise concealed in the employment figures. Table 42 gives 
employment in five principal industries in relation to net product 
during 1930. 


Table 42. Employment and Net Product in Selected Factory 
Industries of Japan Proper, 193(P 


NET PRODI-CT 

EMPLOYMENT 

Amount 

Number of 

(millions 

Workers 

of yen) Percent 

(thousands) Percent 


All private factories. 


1930 

lj»6i 

100.0 

lji86 

100.0 

Textiles 

407 

20.8 

964 

51.3 

Chemicals 

357 

18.4 

70 

3.7 

Machinery, vehicles, 
etc. 

330 

16.9 

205 

10.9 

Food ])roducts 

282 

14.4 

164 

8.7 

Gas and electricity 

131 

6.7 

11 

0.6 


n Net product ftpires are from Table 89, above; employment from Ministry of 
Commerce and Industry, Knjo Tokeihyo (1930), Tokyo, 1932, pp. 14-22. Employ- 
ment figures are for the end of the year, and are therefore not strictly comparable 
with estimates of net product. Year-end employment was generally 5%, more or 
less, below the average for the year. 


The differences in net product per worker extend from a little 
over 400 yen in textiles to more than 10,000 yen in gas and elec- 
tricity. This is to be expected, of course. These industries vary 
widely in the amount of capital employed per worker, the relative 
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skills of the wage earners and salaried workers engaged, and the 
level of profits. The shift from textiles to the metalworking and 
chemical industries in the prewar decade, like the shift from agri- 
culture to industry generally, brought a less substantial gain in 
employment for Japanese workers than the production figures alone 
might suggest. 

For the service trades, finally, it is difficult to draw any over-all 
conclusions as to the long-term trend of employment or productivity. 
Retail commerce of many varieties was so tied up with transport and 
workshop industry as a joint occupation that even tJie more recent 
census data are difficult to interpret. Moreover, the service oc- 
cupations include everything from the highly skilled and well-paid 
professions like the law to the mass of small shopkeepers, street 
vendors, cart-pullers, and domestic servants whose net product on 
any calculation remained exceedingly low. 

Those service occupations which continued to employ traditional, 
noncapitalistic techniques required increasing numbers of workers 
more or less in proportion as the demand for such services expanded. 
Indeed, Table 40 indicates that commerce, the professions, and 
the other services taken together absorbed nearly half of the entire 
increase in the civilian w'orking population from 1920 to 1940 — 
almost as many as industry. This testifies to the rising demand for 
these types of productive activity; also to the economic pressures 
which kept productivity and incomes at relatively low levels in 
many of these service trades. In these fields particularly is found 
a large amount of ‘‘disguised unemployment” among persons who 
are not actually out of Avork but lead a precarious poverty-stricken 
existence on the margins of the national econom 3 ^ 

In the case of transportation, however, one wonders whether 
“Petty’s Law” — the movement of the working population from agri- 
culture to industry and tlie services- -applies at all. We do not know' 
how much of the Japanese labor force w^as actuallv employed in 
moving goods and people from one place to another during the 
early Meiji period. According to Hijikata’s figures, only 123,000 
people, or 0.6% of the w'orking population, were chiefly occupied 
in transportation in 1872. This grossly understates the actual im- 
portance of transport labor at this time, wdien goods were still 
carried largely on the backs of men. The next fifty years brought 
an enormous growth in the demand for freight and passenger haul- 
age, as production expanded and became more specialized by 
regions, industries, and plants. So revolutionary w'as the shift from 
the bearer and cart to the railway and from the small sailing junk 
to the steamship, however, that the percentage of the labor force 
actually engaged in transport could easily have declined. The 1930 
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census shows only 94*3,000 people, or 3.2% of the working popula- 
tion, principally occupied in transportation, despite the tremendous 
increase in the mobility of goods and people. 

Here is perhaps the most striking case of the replacement of 
human muscle with mechanical energy. With the aid of nothing 
more than a pole — and a strong constitution — a man can carry a 
100-lb. load 20 miles a day. This gives a maximum of 320 metric-ton- 
miles a year. By comparison, the employees of the Japanese Im- 
perial State Railways in 1 930 handled traffic per employee amount- 
ing to 33,000 ton-miles of freight plus Cl ,000 passenger-miles.*® 
Other forms of improved transport — carts, bicycles, and automotive 
vehicles — yield less spectacular contrasts. And, of course, one should 
not overlook the labor devoted to the construction and maintenance 
of the more costly forms of equipment, which extends all the way 
hack to the coal mine and tlie blast furnace. Nevertheless, no ^^pect 
of economic life has surpassed large-scale transport in the degree to 
which the inventions of the past century have permitted a tre- 
mendous increase in productive activity with no corresponding re- 
quirement of human labor. 

The sliifting utili/ation of Japan’s labor force, as industrializa- 
tion proceeded, has thus reflected the uneven eflrc..ts of technological 
advance in various sectors of economic life no less than the new 
])atterns of demand for goods and services doscrihed in Chapter 8. 

MohUify^ Efficiency, Equality 

Importttnce of Mobility. One final aspect of economic growth de- 
serves em])liasis. This is the importance of flexible adaptation of a 
country’s labor force and capital resources to radi(‘al changes in 
demands and in technology. Without a high degree of mobility, new 
opportunities for economic gain are apt to be wasted. Also, gioss 
inequalities arise in the distribution to different classes of the fruits 
of such progress as is achieved. 

In the case of modern Japan, such changes were revolutionary in 
character. They required the training of masses of people in skills 
and work habits that had never existed before, and the investment 
of growing amounts of capital in totally new forms. As this was a 
continuing, dynamic process, it required the creation of a mecha- 
nism of adjustment which would work toward some sort of rough 
and moving equilibrium among various employments. It therefore 
meant the breakup of the old, static economic organization and 
rigid social structure of feudal Japan, and their replacement by a 

28 Traffic fipiires from Department of Finance, Financial and Economic Annual 
of Jnpnn^ no. 37, 1937, pp. 232-33; employment from Koku»ci Chdsu Saishu Hoko- 
kunho (1980), cited, p. 353. 
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new freedom of movement in response to the play of competitive 
forces. 

Crucial to such changes was the creation of an enterprise sys- 
tem, which would give leadership and direction to this reorganiza- 
tion of the economy. Chapters 4 and 10 characterize the patterns 
which emerged in Japan, with their blend of State and private 
initiative, and of large- and small-scale organization. Here certain 
general comments may be offered on the more specific problem of 
mobility and friction in the redirection of productive resources. 
This problem was present in the case of capital as well as that 
of labor, but to a far lesser degree. It is the adaptation of labor 
supply to changing requirements which is apt to present special 
difficulties. Adam Smith remarks that “A man is of all sorts of 
luggage the most difficult to be transported.” 

Several kinds of mobility were involved in this process of di- 
versification, specialization, and growth. One was greater geo- 
graphical freedom of movement, e.g., the creation of a national 
market w'here people and goods could move about with increasing 
ease as a result of better transport and marketing facilities, wider 
knowledge, and the reduction of other political and social obstacles. 
Another was occupational mobility such that workers could seek 
new job opportunities and entrepreneurs could find the more pro- 
ductive uses for their capital and enterprise with a minimum of 
difficulty. This in turn necessitated a degree of social mobility 
which called for radical changes in the old feudal structure of classes 
and clans. As observed in Chapter 1, these new attitudes and ten- 
dencies were already discernible during the Tokugawa period, and 
even earlier. After the Mei ji Restoration they received great impetus 
in the far-reaching reforms which destroyed the whole political 
and administrative basis of centralized feudalism. And increasingly 
they marked the advance of succeeding decades under the stimulus 
of the new incentives and the new technology which drove Japan 
forward along the path of economic development. 

Testimony to this growing mobilit}^ has run all through preced- 
ing chapters of this study. It is reflected, for example, in the 
rapid and sustained increase in freight and passenger movement 
which marked every decade from 1880 to 1940. Even though over 
half of Japan’s freight cargoes continued to move by water, her 
railways had grown to handle almost as much freight and passenger 
business in 1937 as the railways of all India, a continental area 
ten times her size and with five times her population. (Above, 
page 109.) Mobility appears, in a different form, in shifts in 
land use — to factory and urban sites, or to mulberries and tuber 
crops, and away from products like cotton and indigo which were 
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replaced by imports.*® It is evidenced likewise in the creation of 
financial institutions, security exchanges, and joint-stock companies, 
devices through which liquid capital was mobilized and made availa- 
ble for investment on a national basis. And most conspicuously, it 
is found in the extensive redistribution of Japan’s working popula- 
tion, botli geographically and occupationally. 

On the other hand, there is also abundant evidence of continuing 
obstacles to a more efficient allocation of labor and capital among 
alternative uses. These included such circumstances as the unequal 
distribution of educational opportunity among the people, the cul- 
tural and technological lags of rural Japan, the technical and politi- 
cal factors which made certain industries the preserve of big financial 
cliques, the controls and subsidies applied by the State in the strate- 
gic realm, etc. The marked disparities which persisted in the earnings 
of labor in various employments testify to a highly imperfect 
utilization of the country’s manpower to meet changing national 
needs and opportunities. 

The over-all growth of population itself had restrictive effects 
on the transfer of labor. Though it swelled the absolute number 
of people annually seeking nonagricultural jobs, it actually re- 
tarded the percentage shift of the Japanese labor force out of the 
extractive industries. In its absence the rise in per capita purchas- 
ing power and the redirection of demand to new industries and 
service trades would presumably have gone further than it did. 
Greater supplies of domestic raw materials, and a larger share of 
tlie country’s food supply, would also have been available. In less 
tangible ways the pressure of increasing numbers may have given 
a dynamic impulse to certain types of change, but on balance one 
doubts that it had this effect. (See pages 159ff.) 

Population increase may be said to have eased the human costs 
of transfer in one respect. It brought onto the labor market every 
year large numbers of young, adaptable workers who could fill the 
requirements of the newer, urbanized trades without uprooting 
older people from their familiar tasks and surroundings. On the 

20 Many such shifts in land use brouprht a greater specialization of production by 
localities. Certain staple foods like rice, vegetables, and tea remained widely dis- 
persed, but industrial crops and various food specialties tended to become more 
localized in response to production and marketing advantages. Shigeto Tsuru notes, 
for example, that as early as 1877-82 Osaka Prefecture was turning from indigo to 
sugar cane, Shizuoka from sugar cane to indigo, and Saitama from indigo to rice 
and tea. {Development of Capitalism and Business Cycles in Japan, unpublished ms, 
Harvard University, Widener Library, p. 166.) Within particular districts, more- 
over, better scientific knowledge led to more efficient allocation of land, particularly 
upland farms, to various uses. Sec Y. Yagi, “Horizontal and Vertical Dilfcrentia- 
tions in the Agricultural Production of Japan,” Kyoto University Economic Re- 
view, vol. IX, no. 1, July 1934, pp. 83-60. 
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other hand, it actually went much further than this, and dammed 
up the peasant population of the farm so that there was little if 
any reduction of farm families even over several generations. More- 
over, the population grew by natural inerease most rapidly in the 
areas where economic opportunity grew least rapidly. Fertility was 
lowest in the metropolitan region of central Japan. It was higher 
generally through areas predominantly agricultural, and highest 
in the remote, mountainous prefectures of the Northeast. This 
set up a differential rate of increase in rural regions which height- 
ened the pressure for migration to the city, but preserved w^ide 
differences in income and productive efficiency. 

Urhanization and Industrial Employment. The rise of great cities 
was the most striking outward feature of the population movement 
within Japan. Urbanization itself also extended social and occu- 
pational mobility still further by exposing vast numbers of people 
to the new ideas and new habits of living which w'ent with city life. 

Tokugaw'a Japan had known great cities, to be sure. The pof)u- 
lation of Edo (Tokyo) reached 1.4 million at the end of the eight- 
eenth century, making it the largest city of the world. Such cities, 
how-ever, were military and administrative centers to a large extent 
They were the seats of the aristocracy and its army of retainers. 
Immense numbers of tradesmen and artisans were gathered together 
to cater to the w'ants of this class, as well as their own. They were 
said to comprise half the population of PMo. But the metropolitan 
community of this time rested essentially on the flow of feudal 
tribute from the peasantry to their rulers, and its concentration 
at key points. This community lived on rents and dues, like the 
European cities of tlie early Middle Ages. Of the rice imports of 
Osaka, a city of 400,000 people in 1780, some three quarters were 
sold on the market by daimyd, and only one quarter by fanners 
themselves.®' 

After 1868 the agglomeration of population which formed the 
modern cities of Japan was basically different. It represented much 

30 In 1930, for example, the pross re]»roduction rate was 1.57 in the city of Tokyo; 
1.82 in all cities (incorp.)rated Tnunicipalitics generally with 30,000 people or more); 
2.56 in noncity area.s as a whole; and 3.05 in Aomori, the prefecture at the northern 
extremity of Hon.shu. Irene B. Tacuher and Frank W. Notestein, “The ^ Changing 
Fertility of the .Japanese,” Population Studies^ vol. i, no. 1, June 1947, pp. 17-23. 

31 Takao Tsuchiya, j-ln Economic History of Japan, Tokyo, 1937, p. 196. Carl 
Bucher's remark concerning the movement of supplies to the residences of the 
feudal nobility in mediaeval Europe ran be applied in considerable measure to 
Tokugawa Japan: “In all, however, there is lacking the characteristic feature of eco- 
nomic exchange, namely, the direct connection of each .single service with its re- 
ciprocal service, and the freedom of action on the part of the individual units carry- 
ing on trade with one another.” Industrial Evolution, tr. from 3rd German cdn. by 
S. Morley Wickett, New York, 1912, p. 107. 
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more largely an economic growth based upon industrial specializa- 
tion and exchange. It reflected the advantages arising from the 
concentration of industrial and commercial activity at locations 
which wei*e strategic in relation to domestic and foreign markets 
and sources of raw materials, and the cumulative attraction of other 
industries and services in its wake. The city itself thus became a 
highly complex structure of specialized and interdependent activi- 
ties, tied to the countryside in a two-way exchange of goods and 
services. It was this type of urban growth which J. H. Clapham 
had in mind when he described the growth of towns as “the best 
general test of industrialisation.” 

Urbanization was in full swing by the opening of the twentieth 
century. As with other as})ects of Japanese demography, the sta- 
tistics are ratlier unreliable before the first enumerative census of 
1020. We know, however, that the new forces at work opened up 
swelling streams of migration within Japan. One agricultural area 
— the frontier of Hokkaido — received a large influx of new settlers. 
Its registered population grew^ from 348,000 in 1888 to 2,138,000 
in 1018.'’" But the main drift m'jis tow^ard the cities. It appeared in 
the movement from villages to nearby towms and cities, in the move- 
ment from the more stagnant to the richer, industrializing pre- 
fecLui-cs, and especially in the great concentrations of the Tokyo- 
Yokohama and Osaka-Kobc-Kyoto regions. Most if not all ol the 
increase in Japan’s total population after 1900 is associated with 
the growth and increasing number of communities with more than 
10,000 people. 

After 1920 these movements continued, becoming susceptible now 
to better measurement. The “rural” population (in places of less 
than 10,000) remained stationary through the whole interwar peri- 
od. It was 37.9 million in 1920 and only 37.5 million in 1935.” 
The entire increase in the country's population was thus concen- 
trated in places of over 10,000. Existing towns and cities grew' 
steadily in size, and their numbers multiplied through the incorpora- 
tion of previously rural areas. 

Again it W'as the influx of country people, as w'ell as natural 
increase, which sw'clled the city populations. And, as in the United 
States during recent decades, it w'as the more prosperous country- 
side ner^rer the bustling cities of the industrial belt along the Inland 
Sea which furnished most of the migrants. Family contacts, knowl- 
edge of urban opportunities, and the costs of travel all made move- 
ment much easier here than from the poorer, less developed prefec- 

32 Affxji Taisho KokusH S«ran, oitrd, p. 637; Nippon TeikoKn Tokei Nenkan, cited, 
no. 38, 1920, p. 27. 

a Nippon Tt’iknkti Tokei Nenkan, cited, no. 68, p. 34. 
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tures to the northeast and southwest. Of every 100 people living 
in Japan in 1930, 63 still resided in the commune where they were 
born. But 21 had moved elsewhere in the same prefecture and 16 
now resided in another prefecture.*^ 

Even more phenomenal than the general drift to urbanization was 
the growth of big cities. In 1920 only 12% of the Japanese popula- 
tion lived in cities of over 100,000. By 1940 the proportion had 
risen to 30%.®* At the peak of the city boom, from 1935 to 1940, 
virtually the entire increase in the country’s population is found 
in these cities. Three quarters of it is confined to the Big Six — 
Tokyo, Osaka, Nago^^a, Kyoto, Yokohama, and Kobe. Tokyo (pop- 
ulation, 6,779,000) stood with London and New York as one of the 
largest cities of the world. Nearly 10% of the entire population of 
Japan now lived there, and another 10% in the other five. 

The U.S. Strategic Bombing Survey estimates that, as World 
War II effected a still greater concentration of urban industry, the 
six cities named above furnished 50 to 75% of Japan’s total produc- 
tion in five representative war industries.®® Even before the war the 
industrial labor force was heavily concentrated in these urban centers 
and their satellite communities. The prefectures and metropolitan 
districts containing them accounted for 27% of the total Japanese 
population and labor force, but their share of the total number 
engaged in manufacturing was as high as 41%. Here also resided 
two thirds as many people engaged principally in transport, com- 
merce, and the professions as in all forty-four of the remaining 
prefectures put together.®^ The cities of Tokyo and Osaka alone 
accounted for over 25% of all factory industry in 1938. 

It should not be supposed, of course, that this historic surge from 
the country to the city was frictionless and fluid from the start, or 
that great masses of people moved eagerly to better wage opportuni- 
ties in accordance with the classical canons of rational self-interest. 
On the whole, one is impressed with the speed and facility with which 
the Japanese accepted industrialism and urbanism, considering the 
highly localized and sedentary character of pre-Meiji peasant life. 
Seemingly there was loss resistance and inertia here than in most 
other peasant economies beginning to industrialize. Even if this 

^^Kokwei Ckosa Baishu Hokokusho (1930), cited, p. 73. * 

as Japan Statistical Year-Book, 1949, cited, pp. 42-43. 

at Combat aircraft, electrical equipment, armament and vehicles, shipbuilding:, and 
machinery and parts. This was one of several reasons why Japan proved so much 
more vulnerable to strategic bombing than Germany. In 1940 cities of over 800,(M)0 
accounted for only 12% of the German population, but for 23% of the Japanese. 
The Effects of Air Attack on Japanese Urban Economy, Summary Report, Wash- 
ington, 1947, p. 1. 

37 Kokusei Chosa Baishu Hokokusho (1930), cited, pp. 10, 106-07, 120 of text. 
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be true, it was not without great difficulty and tremendous human 
costs that an industrial proletariat was created in Japan. People 
were pushed as well as pulled to the city. In the early phase it was 
perhaps the force of expulsion from the countryside as much as 
attraction to the city. 

One sidelight was the difficulty of factory-owners in recruiting 
reliable and efficient labor. Peasant daughters, many of them under 
sixteen, furnished a large share of the early recruits. In 1896, for 
example, 261,000 out of 435,000 operatives in private plants em- 
ploying ten or more workers were women.®'* Prisoners and vagrants 
were also extensively employed. The iron discipline, the poor work- 
ing conditions, the false representations in hiring, the long hours — 
typically eleven, twelve, or more — all made for reluctance to enter 
factory industry even in this overpopulated country. The turnover 
of labor was constant, and labor piracy gave employers much dif- 
ficulty. One investigator in the nineties concluded that half of the 
factory workers deserted every six months.®” I^abor costs were exces- 
sive, despite wage rates as low as *10 to 20 cents a day plus board 
and lodging. 

To combat these difficulties, employers resortc'J extensively to 
contract recruiting, with various inducements which including not 
a little misrepresentation and some outright kidnapping. At its 
height there were as many as 50,000 persons engaged in recruit- 
ment.^” Extensive use was also made of the dormitory system, by 
which workers — especially women — were housed and fed and largely 
confined to the factory premises. At its best tins practice carried 
over the traditional paternalistic solicitude of the master for his 
employee; at its worst it was a system of virtual peonage. In all 
aspects of the industrial contract the scales were naturally weighted 
heavily on the side of the employer. His bargaining position was 
far stronger than that of the individual worker in terms of financial 
security, knowledge, and organization. And collective action by in- 
dustrial workers was restrained from the beginning by harsh police 
repression of strikes, ns wtII as by their general economic disabilities. 
Despite those circumstances — partly because of them — the scarcity 

as Nippon JCeizai TQkei Sokan, cited, p. 960. Forty years later, in 1936, 1,134,000 
of Japan’s 2,593,000 operatives in factories of five or more workers were still 
women, about one fifth of them under the age of sixteen and 73% in textile plants. 
Kojo Tokeihyo^ cited, 1936, pp. 12-15. Factory employment of women is correlated 
fairly closely wi^-h the early predominance of the textile industries and their sub- 
sequent relative decline. 

30 Ernest Foxwell, “The Protection of Labour in Japan,” Economic Journal, vol. 
xr, 1901, p. 110. 

<0 S. Yoshisaka, “Labour Recruiting in Japan and its Control,” International 
Labour Review, vol. xii, no. 4, October 1926, pp. 484-99. 
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of factory labor was a constant drag on Japan’s early steps toward 
industrialization. 

It is not surprising to find such conditions prevailing in Japanese 
industrial centers during the Meiji decades. In varying degrees they 
have been present wherever an agricultural population has first 
been exposed to the opportunities and hazards of modern industrial- 
ism. More surprising is their continuation well into the twentieth 
century after four decades of industrial experience. Yet one finds 
them perpetuated to a considerable degree in the Japan of the 
late twenties, and with only slow improvements through the thirties. 
Writing in 1930, John E. Orchard comments on the paradox that 
Japanese manufacturing industry still experienced so much difficulty 
in recruiting a satisfactory labor supply in a country with such 
an excess of population on the farm. Though textile spinners still 
spent 8 to 12% of what was paid out in direct w^ages upon recruit- 
ment, and though 40% or more of all factory w'orkers were still 
housed in dormitories, he finds that . . the problem of securing 
labor is still acute. The recruited labor does not become permanently 
industrial. ... It comes reluctantly, and the period of service is 
short. . . . Japanese labor not only has to be recruited to establish 
a mill but it must be recruited over and over, year after year, to keep 
the mill going.”** 

A government more solicitous for the w^clfare of its ])eople would 
have taken steps long before Japan’s did to abate many of the raw' 
abuses of tlic sweatshop and the dormitory, of cliild labor and slum 
living, of long hours, widespread tuberculosis, and high accident 
rates.*^ In the interest of industrial efficiency alone, it w'as grossly 
neglectful to permit the continuation of conditions which made for 
a turnover of labor as high as 40 to 009^ every year in factory in- 
dustry as late as 1925.*’ Yet these evils flourished unchecked for 
decades in Osaka, Tokyo, and other developing industrial centers. 
Legislative proposals for improvement were stoutly opposed or 
emasculated in the interest of higli profits. They were attacked under 
slogans praising the virtues of “liberty” and w'arning of the dangers 

*1 Japan's Economir Position, New York, 1930, pp. 342-43. 

*2 The exce.ssive accident and sickness rates which so lonp characterized Japanese 
industry are well known. From 1920 to 1929, for example, an average Af 846 miners 
were killed every year in the mines, and six times that number seriously maimed. In 
1926 an official investigation was made of sickness cases among Japnne.se factory 
workers which required at least three days’ treatment and absence from work. The 
rate in plants employing 600 or more workers w^as 284 per 1,000 workers. Respiratory 
and digestive diseases accounted for 22% and 239^ of all cases, respectively. Tubercu- 
losis claimed only l.S'yr, but these were of cour.se the more serious cases, as in- 
dicated bv the fact that 88 out of each 1,000 cases were fatal. International Labour 
Office, Industrial Labour in Japan, Geneva, 1933, pp. 228, 243-47. 

^3 Shuichi Harada, Labor Conditions in Japan, New York, 1928, p. 129. 
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of foreign competition. Characteristically, the Ja'panese were quick 
to jump to the latest cotton loom and steam turbine of the twentieth 
century. But when it came to social inventions to reduce the human 
costs of unregulated industrialism and slum cities, those in power 
chose to pass slowly through all the stages of indifference and neglect 
which characterized the Industrial Revolution earlier in the West. 
It was not until the late twenties — nearly half a century after the 
introduction of modern industry — that Japan began to acquire 
even the rudiments of State programs to safeguard factory labor 
and urban social welfare. ‘(See Chapter 10.) 

Thus, although cities grew apace, bringing radically new patterns 
of employment and living conditions, and although this was an es- 
sential condition of Japanese industrialization, the processes of 
movement and readjustment were achieved only at tremendous hu- 
man costs. These gravely limited the economic efficiency of the new 
industrialism. They also created inequalities and injustices 4which 
placed a heavy strain on the social fabric of the nation. 

Rural Diversification. If the transplanting of labor to the cities 
was one aspect of industrialization, another was the carrying into 
the countryside of improved techniques, business capital, and or- 
ganization. In no small degree these were alternatives, and the 
industrialization of Japan reveals both tendencies at work. Despite 
the spectacular growth of cities — in part because of it — many an 
industry went to the small towns and villages in search of cheaper, 
more reliable labor, low'er site rents, better procurement of materials, 
and other advantages. The movement of workers into new employ- 
ments thus proceeded in rural Japan as wtII as in her growing in- 
dustrial centers. Tlie occupational shift went far beyond the reloca- 
tion of people in cities. 

One broad indication of this dispersion is found in the census dis- 
tinction between “rural” communities and places officially designated 
at cities (incorporated areas generally with 30,000 or more people). 
Of 5.7 million persons chiefly occupied in manufacturing and con- 
struction in 1930, only 2.2 million resided in cities, thus defined. 
Nearly^ 3.5 million, or 61%, wwc in noncity areas. So, too, were 
more than half of the 4.5 million workers grouped under “com- 
merce” and transport. For the noncity population, agriculture was 
by far the leading occupation, of course. It still afforded the chief 
employment idr 60% of the gainfully occupied in rural areas. But 
industry, commerce, and transport together accounted for 28%, or 
nearly half as many.*^ 

The occupational adjustment implied in these figures took place 
in a variety of ways. In part, it proceeded through the growth of 

Kokusei Chosa Saishu Ilokokusho (1930), cited, p. 123. 
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new industrial and commercial activities to replace or supplement 
farming as the source of livelihood in the villages and small towns 
of Japan. More largely, it took the form of reorganizing and ex- 
panding nonagricultural pursuits long associated with peasant life. 
Many such pursuits were now developed on a more specialized basis 
with somewhat more capitalistic modes of production. Some per- 
sisted little changed in their traditional methods. 

Whether the typical peasant family remaining on the farm 
actually devoted more or less of its time to gainful employment of a 
nonagricultural nature in 1935 than in 1885 is not easy to deter- 
mine. Certain estimates given below would indicate that in 1935 
such employment took about 20% of the working time of family 
adults. It is not to be assumed that this represented an increase 
from fifty years earlier, for such supplementary activities were 
widespread then, even if less commercialized. The tiny Japanese 
farm, and the fairly self-sufficient village, had long required a 
great variety of peasant pursuits. In a household economy un- 
dergoing gradual but only partial commercialization it is most dif- 
ficult to apply definitions of gainful employment or income over a 
period of years with any consistency. Moreover, conditions varied 
widely throughout the country, so that generalizations are not too 
meaningful. 

We know that various handicrafts and service occupations once 
combined with farming gave way in whole or in part to factory 
production, to commercial transport, and to specialized marketing 
arrangements. Sugar refining, the spinning of textile fibers, and 
paper making might be cited as examples. At the same time numer- 
ous other trades were reorganized or newly introduced on an ex- 
tensive basis to take advantage of the idle labor of the peasant 
and his family, especially in the more accessible regions of rural 
Japan. These may have brought a net increase in the total amount 
of gainful activity carried on by the farm family where once there 
had been extensive underemployment through the slack seasons of 
the agricultural cycle. Certainly they increased cash income. The 
spread of commercial by-employments was also facilitated by im- 
provements in agricultural techniques cutting down the amount of 
effort which the typical peasant family had formerly devoted to 
growing its own food supply. Thus the rise of rural industry, 
fostered on the one hand by severe population pressure on the farm, 
was yet assisted on the other by the modest secular increase in agri- 
cultural productivity. In the country as well as the city this helped 
to free labor for nonagricultural employment and provided the 
food to sustain it. 

The most striking instance of a great industry built upon the 
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foundations of rural labor was the raw silk industry. Here the ex- 
panding American silk market, linked to the Japanese countryside 
through the operations of large filatures, banks, and trading houses, 
came to provide a major source of supplementary income from 
cocoons for two out of every five peasant families in prewar Japan. 
Other local industries multiplied to serve the domestic market, either 
as household employments, neighborhood workshops, or factories 
dispersed through the countryside. Professor Uyeda distinguishes 
four kinds of occupational movements between agriculture and in- 
dustry: (1) tliat of members of farm families who worked daily at 
home or in nearby plants (c.g., silkworm rearing, weaving) ; (2) that 
of others who took seasonal employment in adjacent towns (e.g., 
nakc brewing, fish canning) ; (3) that of young people who mi- 
grated to the city for a few years of urban employment (e.g., girl 
spinning operatives) , and (4) that of permanent migrants (most 
of the young men who left the farm).*® 

The attractive force of cheap peasant labor in the countryside 
was especially strong in the case of consumer goods industries w'hich 
did not require large plants, complicated machinery, and access to 
pools of specialized skills such as were concentrated in the city. The 
electrical equipment industry, for example, remained heavily con- 
centrated in the Kan to region around Tokyo, because of its special 
requirements for labor and materials. On the other hand, such a 
large-scale and mechanized industry as cotton spinning became 
ratlier widely dispersed. In 1930 less than half of Japan’s ct)tton 
spindles were located in cities. Kven in certain machinery and equip- 
ment industries, the manufacturing process w^as broken dowm into 
a series of stages, with much more extensive subcontracting of parts 
manufacture to small outlying .shops than has been typical of similar 
industries in the West. Once established, such small plants were 
hard to eliminate from competition. Their costs w’ere quite elastic, 
being composed so largely of the earnings of family workers ulio 
had now'lierc else to turn for employment. For tlie large firm wliicl) 
they served, they secured the advantages of low-wage rural labor, 
])his a shifting of overhead and market risks to the small entre- 
preneur.*® 

*■' The Gro’wth of Population and Occupational Changes in Japan, /DJO-lO.'i.l, T(»ky«: 
Japanrsc Qounril, Institute* of Pacific Rclalion.s, 1936, pp. Ll-ie. The term “urban 
peasants,” us applied to Japan’s city proletariat, is especially apj>ro])rintc for the 
pirl nii^rant.s enumerated above in class 3. Out of l.'50,000 operatives in Japane.se 
cotton-spinning mills in 1930, 7H% were women. Of the latter were under 

twenty, most of them single girls housed in dormitories. One half had worked less 
than three years and three quarters less than five. Most of them returned eventiiallv 
to the farm, having meanwhile used their slender savings to help out their families 
or accumulate a dowry 

<flE\en industries relying on imported raw materials do not necessarily find a 
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While labor conditions favored a dispersion of many industries 
widely through rural areas, the actual patterns of location in any 
instance were, of course, influenced by other factors. These included 
the accessibility of particular raw materials, special skills, markets, 
fuel, and power. The latter considerations tended in fact to concen- 
trate the development of rural industries, if we exclude the mining 
and metallurgical industries of Kyushu and Hokkaido, in the more 
central plains regions of Japan near the main ports and yiopulation 
centers. By comparison, the more isolated interior and peripheral 
coastal regions tended to remain backw'ard and undevelo})ed both 
industrially and agriculturally. Many such districts probably lost 
traditional by-employments as outside manufactures came in, with- 
out compensating gains. It is no accident that girl recruits for the 
spinning mills of Osaka and other textile centers came to be drawn 
mainly from the more mountainous and remote districts of Japan. 
In 1932, for example, 30% came from six prefectures in the south- 
western island of Kyushu. Kagoshima alone, at the southern ex- 
tremity, furnished 12%.^^ One recalls the recruitment of labor by 
the early English textile factories from the Irish tenant farms and 
the mountains of Scotland and Wales. 

In such outlying districts peasant families found it especially 
difficult to supplement their meager farm livelihood with other local 
sources of cash income. It was here that population pressure was 
most severe. By way of illustration Uyeda cites the village of 
Ikazawa, located in the mountainous part of Niigata Prefecture, 
in north central Honshu. Tliis village of 4,800 y>eople in the early 
thirties was able to grow just about enough rice to feed itself. The 
cash income of its 773 families was confined to local earnings from 
the rearing of silkworms and from charcoal manufacture, together 
with remittances from 386 girls who had gone off to work for a 
period in cotton and silk mills. Cocoons yielded about 40,000 yen of 
net income to the village. Charcoal provided 20,000 yen, and the 
migrant daughters sent heme another 20,000 yen. Ikazawa’s cash 
income therefore amounted to little more than 100 yen per family, 

port location most economical. Particularly those like textiles with low labor 
productivity and a I'lrpe Inhor force may find it cheaper to locate in the food- 
producinp countryside. For them the cost of transporting food to the cities, ns an 
element in wapes, may exceed the cost of inovinp raw materials from* the port to 
the country. There remains, however, the advnntnpe of locatinp a plant at the 
natural break in transport, i c., the ship-rail terminal, together with other circum- 
stances favorinp urban coneentrntions of industry. No attempt is made here to 
study the location patterns of Japanese industry in all their ramifications, a large 
Bubieet in itself. 

^"Teijiro Uyedn and Tokijiro Minopuchi, SnirfllSrnJr Industries of Japan: The 
Cotton Industry, Tokyo: Japanese Council, Institute of Pacific Relations, 1936, 
pp. 30-33. 
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a quarter of it from remittances and the remainder from two local 
craft industries. 

A more general indication of the place of industrial and com- 
mercial by-employments in peasant life is difficult to give, even for 
a late prewar year, because of the unsatisfactory character of the 
statistics. We know that about half of Japan's 51/2 million farm 
families had some such nonagricultural emplo3^ment during the late 
thirties. For about one quarter of them it exceeded farming as a 
source of liveliliood. Some light is thrown on its importance by 
sample surveys of farm accounts conducted annually by the Ministry 
of Agriculture and l^orestry after 1931. The 1935 survey, for ex- 
ample, covering 288 families mostly operating 3- to ^-acre farms, 
shows the following utilization of labor 
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Agricultural labor on the family farm, including sericulture and 
stock breeding, evidently absorbed 80% of tlie working time of the 
active adults, men and women, outside housekeeping. Home indus- 
try, wage labor off tlie farm, and other pursuits occupied the bal- 
ance. I.abor hired from outside the family for agricultural opera- 
tions averaged ordy 35 days (as reckoned above) for owner-oper- 
ators, 32 days for part-owners, and 27 da\\s for tenants. 

The net income of these 288 families in cash and kind, after de- 
ducting rent, capital iTn])rovements, and operating expenses, was 
reported as follows for 1935 (in y^en) 1 ^“ 


t 

Owner-Operators Pari Owners 

Tenants 

Net family tncovic 

or4 

877 

ass 

From agriculture 

765 

702 

503 

From hv employments 
From other sources 

134 

131 

143 

(gifts, etc.) 

54 

44 

37 


« Japan Statistical Year-Book, cited, pn. 22t.-2rj ibid., pp. 224-2,'). 228-29. 
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About 80% of net family income in cash and kind appears like- 
wise to have been yielded by operation of the family farm itself. 
Whether this was typical of Japanese farming is uncertain. The 
farms surveyed average above the median size for the country as a 
whole. Much would depend in any event on their location and selec- 
tion. Subsidiary occupations afforded rather less income than one 
would expect, especially as the figure for farm proprietors includes 
some income from property, and that for tenants sonic agricultural 
wages. The sample may not adequately represent the 20 to 25% 
of the country’s farm families for whom agriculture was now actually 
a subsidiary occupation. About 15% or so of earned income, never- 
theless, appears to have come from home industries, fishing, trade, 
transport, and other nonfarm employments in the neighborhood. Of 
the average family’s net cash income they provided a much larger 
share — 31% for owner-operators, 35% for part-owners, and (57% 
for tenant farmers. 

Earlier, in Chapter 4, mention was made of the system ot over- 
head controls by which myriads of tiny workshop enterprises, both 
rural and urban, were coordinated and linked with the market. 
Through merchant em])loyers, banks, and large industries w^hich 
they served, they w'ere tied into the general structure of industry 
and trade in a bewildering variety of patterns. These connections 
and controls were the channels through w’hich new techniques and 
capital were introduced; they gave small-scale industry much of 
its competitive strength. The wide distribution of electric power 
in Japan was likew'ise an asset. The basic factor, how'ever, was low- 
wage labor. 

Through a symbiosis of industry on agriculture, manpower in 
great amounts w^as recruited for industrial employment. It was 
grossly inefficient in most trades, of course, in the sense that per 
capita output was low. Equipment and w^orking conditions were 
primitive. Hours ranged from twelve to fifteen or more a day ; wages 
were commonly on a substandard family basis ; and the small entre- 
preneur was often little more than the agent of the large firm which 
bought his product and perhaps supplied his materials and credit. 
Yet, if labor conditions were generally worse than in the factory, if 
the employer w^as at the mercy of the merchant capitalist, and 
children of their parents, there was nevertheless a degree of security 
as well as needed income in this diversified pattern of rural organiza- 
tion. Moreover, the discipline of work w’as far less exacting than in 
the large plant. The atmosphere remained freer and more informal, 
less disruptive of family life. And the entry and exit of small entre- 
preneurs was comparatively easy. 

This whole amorphous mass of small-scale industries and trades, 
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whether in villages, towns, or cities, thus served to bridge the gulf 
between the old and the new. Much publicity has attended the 
peasant girl entering the modern spinning mill with its automatic 
machinery, as the symbol of transition from farm to factory. Im- 
portant as this was, it distracts attention from the more indirect and 
complex processes by which the transition in employment and skills 
was mainly effected. The small enterprise played a significant role 
in assimilating modern technology and accumulating industrial 
capital. With important exceptions like railways and metallurgy, 
the shift to more modern forms of industrial and commercial activity 
proceeded mainly through the medium of millions of these small 
establishments. Here the break with the past was less abrupt. Yet an 
essential link was provided with the organizational forms and work 
habits which were increasingly to dominate the future. It was this 
pattern of development which actually gave much of the real sub- 
stance and momentum to Japan\s economic growth. 

Equally, it was the low level of incomes in this whole range of 
employments which exerted a heavy drag on factory wages in 
Japan. In a hroad fashion, wage levels in modern Japanese industry 
have been geared to peasant incomes, reflecting the meager liveli- 
hood they too afforded. Thus the small wages foi which peasant 
women were induced to work in cotton-spinning mills reflected ihe 
economic circumstances of the farm families from which they were 
drawn. K. Takahashi once calculated that the earnings of two of 
these girls tended to equal the income of a peasant family of three 
adult persons. But more generally the link with agricultural earn- 
ing power ran through the miscellaneous small-scale trades, skilled 
and unskilled, which provided the chief employment opportunities 
for persons leaving the farm. Some male factory employees laid off 
in hard times might return to the countryside. Many more probably 
sought to eke out a livelihood in the small workshops, retail stores, 
and other service occupations which crowd the streets of every Japa- 
nese tow’n and city. When factory employment failed to grow, as 
in the decade 1920-30, it is significant that most of the increase in 
the working population appears to have been soaked up in tlicse 
small industries and services. 

In this study no measurement is attempted of the historical trend 
of differinj^ wage rates in Japan. Nor is it attempted to compare 
earnings in different occupations, or planes of living in different 
sections of the country. Such comparisons would greatly assist in 
judging the smoothness and effectiveness of adjustments to chang- 
ing employment oy)portunities, and the obstacles that stood in the 
way. They arc rendered very difficult, however, by the complexity 
of Japanese wage scales, the lack of reliable man-hour statistics. 



JfiJ^ EMPLOYMENT OF RESOURCES 

regional variations in the cost of living, the large amount of family 
and part-time labor, and the impossibility of separating the return 
on labor from the return on capital in agriculture and other sectors 
of the economy. 

It is clear, in any case, that real wage rates in modern industry 
bore little relation to the marked advances in the productivity of fac- 
tory labor over the years. (See pages 121-23, 143-45.) Instead, they 
were determined, with allowance for the premium on skills, by gen- 
eral conditions in Japan’s perpetually crowded labor market. Here 
the growth of population applied relentless pressure. Technological 
improvements made Japanese labor steadily more efficient; but a 
large share of the gains accrued to others — partly to the industrial 
capitalist, but more largely to the domestic and foreign consumer. 
Industrial wage rates remained tied to the general level of wages in 
comparable urban employments, and ultimately to the plane of 
living of the peasant. 

Questions for Further Study. Planners and administrators of 
economic development in other countries of Asia today might learn 
something from pondering Japan’s whole experience in the difficult 
task of adapting a peasant people to the requirements of industriali- 
zation. No aspect of the problem is more important than this one 
of flexibility and mobility in redistributing a growing supply of 
productive agents in accordance with changing needs and op- 
portunities. 

Japan’s physical environment, as it happened, dictated a pattern 
of development predominantly industrial. This called for an excep- 
tional degree of geographic, occupational, and social mobility. Both 
her successes in certain respects and her failures in others deserve 
further study. Particularly one might look for lessons ns to the 
mechanisms which tend to increase economic efficiency by smoothing 
and ordering such a transition, and the safeguards which will reduce 
its human costs. The discussion in the foregoing pages only points 
to certain more obvious features. A really thorough inquiry would 
require the combined talents of the sociologist, the engineer, and 
the geographer, no less than those of the economist and political 
scientist. It would be well worth doing. 

Such a study would doubtless conclude that the geographic factor 
looms large in any comparison of Japan with great continental 
nations like China or India. Whatever limitations have been imposed 
on the Japanese by the fact that they were a small island nation, 
strategically located but with limited natural resources, this cir- 
cumstance has accelerated the dynamics of modernization. The re- 
sulting emphasis on foreign trade and industrialization has intensi- 
fied the structural changes required. But it has also facilitated them, 
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by exposing people more readily to the new influences from abroad. 
Moreover, tlic approach to a national market for goods, labor, and 
capital has been greatly simplified by short land distances and good 
internal communications by sea. New techniques and employment 
opportunities have spread more quickly because most of the popu- 
lation lived in or not far from those regions of central Japan which 
developed great industrial and commercial centers. 

Backward pockets of population have persisted down to the pres- 
ent day, of course. Especially are they found in the more remote 
prefectures to the north and southwest. Indeed, most of the farm 
population has remained at a continuing disadvantage in important 
respects. The attraction of people to the great areas of urban eco- 
nomic growth, and the expansive influences radiating from them, 
have been insuflicient to equalize income and economic opportunity, 
even among comparable occupation groups throughout the counjry. 
Just how far tliis is true, and for what reasons, are complex questions 
requiring a good deal more investigation. It is apparent, in any 
case, tliat physical conditions alone have made the problem of such 
regional and occupational adjustments much easier than in the 
great hinterland of a country like China. To afford 500,000 Chinese 
villages a comparable degree of access to the outride world, merely 
in terms of physical communication, would require a prodigious 
effort many times that necessitated in Japan. By the same token, 
there has been less justification in Japan for the long persistence of 
the technological lags, the income inequalities, and the waste of both 
human and material resources symbolized in the gulf separating the 
small tenant farmer, for example, from the great zaihatsu enter- 
prise. 

Reflections of this sort take one quickly into the realm of social 
inheritance. Unfortunately, little effort has yet been made to apply 
the techniques of modern social science to a study of the interaction 
of social structure and motivation in Japan with the process of 
industrialization. Particularly intriguing is the speed with which 
the Japanese came to display a rather widespread spirit of innova- 
tion and enterprise in economic life, despite their inherited tradition 
of hierarchy, status, and conformity. Certain observations on this 
problem are offered in the next chapter, on “The State and Eco- 
nomic Enterprise.” Given n spirit among the nation’s political and 
social leaders tliat was technologically progressive on the whole, it 
may be that the Japanese propensity for teamwork and deference 
to leadership served to give order and direction to economic develop- 
ment, wdiilc at the same time it spread change rather than stifled it. 
These things arc never simple, however, and such formulations only 
push the question a stage further. 
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One or two additional points are worth making here as regards 
the mobility and adaptability of the labor force. Modern Japan, 
first of all, has been relatively free of religious and caste barriers, 
by comparison with many other countries of Asia and the Near 
East. In India and the Arab world, for instance, such barriers have 
tenaciously obstructed the diffusion of knowledge, the migration of 
people into new regions and occupations, and the spread of new 
production techniques. In Japan, following on the changes already 
in progress during Tokugawa times, the political and legal restric- 
tions of feudalism were thoroughly demolished after 1868. The 
Restoration leaders moved quickly to adapt law and politics to the 
requirements and opportunities of modern technology. 

Since then the principal formal distinctions of class have been 
only two. One hereditary class, at the top of the social ladder, has 
been the Imperial Family and the new nobility created after the 
Restoration to preserve titular prestige. The other, at the bottom, 
is the eta^ an outcast group of 1 to 3 million people probably de- 
scended from an ancient occupational caste once associated with 
animal slaughter. Other inherited class distinctions, of a more subtle 
character, have been much more widespread, especially in the 
village. Yet they arc accompanied, as one student remarks, by 
“easy social relations in many important matters.” Nothing has 
remained in Japan remotely comparable to the caste system of 
India, with its rituals and regulations which have served widely to 
stultify technical advance, dissipate savings, and stratify masses 
of people in a rigid pattern of occupations. The early Japanese 
leadership came largely from samurai ranks; but social mobility 
steadily increased as new talent arose from the middle class to take 
commanding positions in business, government, and the professions. 
Industrialization has tended to break down caste, liere as elsewhere 
in the world, and has acquired fresh momentum in the process. 

The Japanese family system, on the other hand, has continued 
to exercise a decisive influence in many ways. As a bulwark of the 
authoritarian principle, it has had much to do with the failure to 
develop a more liberal type of capitalism, i.e., with the persistence 
of oligarchic controls over wide areas of economic and political life. 
But the code of family obligation did not seriously deter entry into 
urban, industrial employment, despite the social tensions set up by 
the individualistic, competitive atmosphere of the latter. In some 
respects it even facilitated the process, for it preserved ties between 
the city migrant and the village which gave a degree of economic 
security to both, as well as providing a channel for diffusing new 
knowledge and attitudes through the countryside. Nor did the 
family spirit, strong as it was, prevent the successful creation of 
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larger institutional structures like the business corporation and the 
Army, able to command loyal and efficient service. Traditionally it 
had long been overlaid with a higher loyalty to the territorial feudal 
overlord and the emperor. Otherwise, as in China, it might have 
proved a greater obstacle to building a new framework of social 
cooperation required for the successful application of capital and 
labor in new industrial employments. Evidently the Japanese family 
principle as it came down from the past has tended even to impart 
cohesion and strength to other forms of corporate life in modem 
times. 

While social status has continued to rest significantly upon birth 
and inherited position, increasingly the major barriers to vertical 
and horizontal mobility have become essentially economic in char- 
acter. These barriers to equality of opportunity have been asso- 
ciated with the inequality of wealth and income which has character- 
ized modern capitalism almost everywhere, and certainly not least 
in Japan. Once created, they tended to perpetuate themselves, block- 
ing the road to greater freedom of movement in the new class struc- 
ture which emerged. They have been reinforced by steady popula- 
tion growth, which has pumped in vast numbers of people at the 
bottom of the pyramid, and by Japanese defereii''e to authority, 
which helped to entrench a privileged elite at the top. They have 
served to maintain all the skills at a premium, so that gross dispari- 
ties persist in the earnings and supply of various types of labor. 
As in all densely populated, newly developing countries, there 
has been a heavy oversupply of unskilled labor, which has been 
economically wasteful and socially productive of hardship and un- 
rest. The chief force working in a contrary direction has been the 
slow diffusion of knowledge. Here the system of universal primary 
education, begun early in the Meiji period, has served to spread 
economic op j)ort unity and to upgrade the general level of produc- 
tive efficiency, so far as it has gone. But it has been all too in- 
adequate."® 

Colin Clark (op.rii., p. 460) gives figures to show that certain industrial skills 
in Japan commanded a higher premium over the average wage level in the late 
twenties than in more advanced countries like Switzerland and Belgium. This is 
plausible, in that it is a general characteristic of newly industrializing countries. 

Whether the historical trend in prewar Japan was toward greater uniformity or 
disparity among wages rates is more conjectural. I have examined certain pub- 
lished wage data covering the period 1885 to 1935 to see whether wage rates for 
various skilled occupations as a group rise or fall relative to the wages of common 
labor. No very marked change occurs in cither direction, though individual rates 
vary markedly. In general the wages of skilled labor rise somewhat more rapidly, 
suggesting that the premium on skills tended to increase under the pressure of 
population. But the data are inadequate to support any firm conclusion, especially 
as they are confined largely to the traditional skills (carpenters, stone masons, 
mat-makers, etc.). 
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This brings one to the whole realm of State policy and action, 
obviously of pervasive importance in these matters. Already it must 
be clear that decisive contributions were made through the mecha- 
nisms of government to the creation of new economic opportunities, 
and the adaptation of the nation’s resources to meet them. Espe- 
cially noteworthy were the initial clearing away of feudal restric- 
tions upon freedom of ownership, occupation, and residence after 
1808 ; the construction of a new, national framework of economic 
enterprise; and the industrial bias of Oscal and financial policy. For 
the problems discussed in this chapter, the early inauguration of a 
system of public education was particularly important, as remarked 
above. Though the record here is not unimpressive, one wonders how 
much more economic progress might have been achieved had far 
greater efforts been made in tliis field. Equally evident are other 
deficiencies of State action, e.g., failure to curb the excessive human 
costs of city slums, to protect the industrial workers, and to make 
credit available more cheaply to the small peasant, industrialist, 
and tradesman. Tlicsc questions, however, arc better left to more 
extended discussion in a concluding chapter. 



CHAPTER 10 


THE STATE AND ECONOMIC 
ENTERPRISE 

The Framework of Industrialization 

THE history of Asia’s attempts to industrialize teaches at least one 
liard-won lesson. No nation can simply import the Industrial Rev- 
olution from abroad, un crate it like a piece of machinery, and set 
it in motion. Some of the skills, the equipment, and the money may 
come from the outside. External pressure may impose the necessity 
to remake traditional economies; foreign example may stimulate 
the ambition to raise productive power and economic well-being. But 
the real motive power of change must come from leadership and 
creative enterprise emerging from within. In former Secretary 
Acheson’s phrase, the outside wwld can only supply “the missing 
component.” 

I'hc truth is that the great bottleneck in economic development 
is usually not a dearth of capital resources, or even of skills. This 
may be serious at the outset. If it persists as a major obstacle, how- 
ever, it is apt to be because of resistances encountered in construct- 
ing a social framework which w'ill provide incentives and opportunity 
for human enterprise in new forms, thereby releasing the produc- 
tive capabilities latent in most peoples of the wmrld. 

In the traditional East, as formerly in the West, the Industrial 
Revolution requires a revolution in social and political arrange- 
ments no less than in production technology. Steam and steel, joint- 
stock finance, and laboratory science can transform the economic 
life of any “backward” area. Yet they are only tools at best. Their 
successful application necessitates a whole pattern of pervasive, 
interlocking changes in traditional societies. They can only be put 
to work wdthin a new social setting wdiich entails a radical break 
with the past, led by elements in the society w'ho will reject the 
sanctity of old ways and understand the social prerequisites of the 
new' technology. The dream of K’ang Yu-wei, the Cantonese re- 
former df fifty years ago — “Chinese studies as the fundamental 
structure; Western studies for practical use” — has long since been 
dashed uj'on the rocks of reality. 

The Problem of Enterprise. Perhaps the most critical problem for 
any people seeking to unlock the secrets of modern technology and 
apply them on a massive scale is how to organize the function of 
initiative and responsibility. In other w'ords, how should the entre- 
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preneurial function be allocated and directed so as to realize the 
maximum potentialities of growth? 

Nations with high output levels may choose deliberately to crip- 
ple the exercise of this function for such purposes in order to realize 
other social goals — equality or security, for example. But peoples 
at the subsistence line can hardly do so without endangering advance 
in almost all sectors of national life. A greater production of goods 
and services is the condition of better public health, of literacy, of 
national security, of more stable and democratic governments. From 
economic histories of the West one sometimes gets the impression 
that the technical processes of division of labor, saving and invest- 
ing, or creating new skills W'ere impersonal forces which advanced 
under their own mornentuin and toward some predestined goal. Noth- 
ing could be further from the truth. Their dynamic impulse came 
from the energies and ambitions of the peo])le and their leaders; 
they required myriads of human decisions; and they develo]>ed witli- 
in a framework of social values and institutional controls which 
fostered them in certain respects while retarding tlieni in others. 

Of all the issues wrapped up in this problem of entrepreneurial 
responsibility, none is more basic than the role to he played by +he 
state. For the state is the social grouping arn\ed with a legal 
monopoly of coercive power. Or in Asia it is in the process of achiev- 
ing that position. Its role can therefore be decisive. But it can be 
decisive in either a positive or a negative sense- -by the things it 
does, or the things it refrains from doing. It may be a supj)ort to 
economic progress; it may be a drag. 

In either case, the prospect of lifting the masses of Asia from 
the traditional poverty line, or of building economic power for otlier 
purposes, is apt to def)end in very great measure on Ihe role of 
government. What is to be the allocation of power and resymnsihility 
in the state? And what y:vitterns of cooy>eration or conflict ^^ill it 
develop with other social groupings and individuals in the crucial 
tasks of innovation? 

Watching the experiments now’ in process in Asia, one is impressed 
wdth a certain dilemma. In one form or another it ay^yiears in every 
country. 

On the one hand, the option of free enterprise and, y>rivaVe owner- 
ship, which has largely prevailed in the West, fails to y)rovide in 
Asia an acceptable y)attern of organization for rapid economic 
grow'th. The circumstances of the West wduch made it a great 
engine of material advance over 200 years are largely absent in the 
East. Moreover, most of these peoples are in a hurry. They are 
looking for short cuts. And as the price of material progress, they 
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seem quite prepared to forgo certain political liberties which they 
have never known anyway in a meaningful sense. 

On the other hand, the problem is hardly solved by turning over 
the whole task of economic development to the state. For if the 
traditions of private enterprise among Far Eastern peoples olfer 
only a weak foundation for industrial and technical advance, so 
too with the traditions of Oriental bureaucracy. The truth is that 
many of the social and teclinological obstacles to modernization re- 
main equally under public as well as private enterprise, with perhaps 
one or two added. They cannot be dispelled merely by doctrinal 
incantations, or by simply putting a man in the uniform of the 
state. 

For all of these countries, each in its own way, this issue of the 
proper sphere of government in economic life is still being worked 
out in tlie hard course of experience. Economic progress is apt to 
be slow in tlic absence of dynamic leadership from the state. But 
equally one may not look uncritically to government as the all- 
powerful agency capable of effecting easy solutions on a massive 
scale. Any such ap])roach merely glosses over the realities of govern- 
ment as practiced throughout most of Asia, as well as the true com- 
plexity of the problem. That problem is for each nation in its own 
context to determine the strategic responsibilities which the state 
can best handle, and to contrive that they be handled in such a way 
as to give real substance to the growth process through opportuni- 
ties and incentives offered to increasing numbers of people in eco- 
nomic life. 

The Case of Japan. Concerning this general issue, much can be 
learned from a study of Ja pane's experience during the first fifty 
years or so of her modern iz«'ition. 

For a century ago the Japanese were an Oriental nation of 30 
million people also only on the threshold of modernization. In the 
main Japan exhibited the familiar features of Far Eastern agrarian 
economics: grinding poverty, intense pressure on the land, a tradi- 
tion-bound technology, and a peasant population whose potential 
for growth wa.s held in clieck only by widespread malnutrition, 
disease, and infanticide. Other factors hardW seemed more promis- 
ing. Japan’s endowment in industrial resources w'as meager. Her 
political tradition was feudal. And she had been artificially isolated 
from the commercial and industrial revolutions of the West by 250 
years of enforced seclusion. 

Yet the seventy -five years following the Restoration witnessed 
a grow'th of productive powers in Japan hardly surpassed in 
the annals of the West. From rigorous seclusion Japan emerged to 
become one of the chief industrial and trading countries of the 
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world. Her population multiplied rapidly, while yet supporting it- 
self at a slowly rising level of well-being. Her industrial potential 
remained well below that of the other Great Powers. When mobi- 
lized for war in 1941, however, it proved so formidable that the 
United States, distracted as she was by the conflict with Hitler, re- 
quired nearly four years and a prodigious military outlay to bring 
Japan to her knees. 

By any standard this was a remarkable technical performance. 
It is curious, therefore, that more attention has not been paid to 
the Japanese case in all the recent analysis and planning of eco- 
nomic development among her neighbors. For this there may be two 
reasons. First, the literature on modern Japan lias tended to stress 
the militaristic and exploitative aspects of Japanese industrialism. 
This has discouraged study of its more constructive features. Second, 
Japan is often regarded as sm generis^ so different in social heritage 
and environment from other Far Eastern countries ns to make dif- 
ficult any transfer of lessons. 

There is substance in both these points. But they can be exag- 
gerated. Japan was dramatically successful in tackling the basic 
factor in Asiatic poverty: low productivity per worker. Many of 
the problems she surmounted in doing so are typical of those faced 
by every people when they embark on the process. Some of the mis- 
takes she made threaten to be repeated elsewhere. With all its 
peculiarities, the experience of Japan in most respects is more rele- 
vant to the problem of industrializing other regions of East Asia 
than that of any Western country. 

In proceeding here to examine the role oi the State in Japanese 
economic development, it may be well to make three limiting defini- 
tions of the topic. 

First, this discussion is confined mainly to actions and attitudes 
expressed through the formal machinery of government. Only in 
conclusion does it touch on the broader issue as to who controlled 
the State, or the degree to which the political framework was part 
of a larger social mechanism by which the dominant groups in 
Japan imposed their will on the nation. 

Second, it is concerned almost entirely with the policies of the 
national regime, with the recognition that this fails at best to take 
due account of elements of paternalism and control exercised in- 
formally but pervasively by local authorities in the towns and coun- 
tryside. 

Third, it concerns especially the influence of State policies on the 
growth of real national income per capita in Japan, rather than 
other values and consequences involved in industrialization, or other 
objects of national j>olicy, however important. 
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Japan offers a fascinating case for the testing of various hypoth- 
eses concerning the dynamics of economic growth.^ In modern times 
she has been a frontier of cultural conflict and synthesis. Be- 
cause she stood only on the rim of one great culture, the Chinese, 
she could more easily shake herself free from the accumulated rigidi- 
ties of that culture, and borrow innovations in technique and or- 
ganization from another which was now rising to world dominance. 
She owes much to the innovations of what Arnold Toynbee calls 
the “creative minority.” Her development is equally a response to 
the challenge of physical environment — limited land resources but 
ready access to the sea. She has been powerfully influenced by wars, 
price movements, and other cultural and material factors. 

Some of these circumstances arc remarked upon here and there in 
this chapter, particularly in the concluding section on the “Momen- 
tum of Economic Growth.” But the more one ponders the difference 
between the past century in Japan, on the one hand, and that in 
other Far Eastern countries like China or Thailand, on the other, 
the more elusive the question becomes. One becomes aware, too, of 
the danger that his judgments on issues like those discussed in the 
following pages will be colored by his own preconceptions and 
biases. A remark of Idonel Robbins’ is apt in this connection “The 
causes of material progress, equally with the causes of intellectual 
progress, interact in so complex a manner that scientific generaliza- 
tions about them are a matter of utmost difficulty. We neither 
possess the knowledge nor the capacity to elaborate laws of progress. 
We can only enumerate the causes hitherto observed and pass on to 
})articulnr studies. It is no reproach to economists that they have 
been content to leave the devising of sweeping generalizations to 
poets, metaphysicians and amateur historians.” 

State Pioneering of Industry. The leaders of Meiji Japan, once 
authority was concentrated around the throne, proceeded with great 
energy and skill to lay the foundations for industrial development. 
A coalition of bureaucratic and mercantile interests, with the former 
in the ascendancy, they w'ere urgently concerned to strengthen the 
new regime against pressing dangers, both external and internal. 
The bombardments of Shimonoseki and Kagoshima by American 
and British warsliips in 1862-63 had been a grim reminder of 
Japan’s w'eakne.ss^ in facing the West. The opposition of dissident 
clan leaders after 1868, as well as latent peasant unrest, argued no 
less cogently for a strong Army as a counterrevolutionary force 

5 See Joseph J. Spenjrler's interesting review of these hypotheses, “Theories of 
Socio-Economic Growth,” in Universities -National Bureau Committee for Economic 
Research, Problems in the Study of Economic Orowth, New York: National Bureau 
of Economic Research, 1949. 

2 “The Dynamics of Capitalism,” Economical vol. vi, no. 16, March 1926, p. 82. 
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at home. “Like Nehemiah,” says Herbert Norman, “they had to 
build Avith sAvord in one hand and troAi'el in the other.”® 

These Meiji bureaucrats AA’erc stronpfly mercantilistic in phi- 
losoph3\ They sought to expand national poAver as the end of State 
policy, Avhile keepinir a firm grip themselAXS on the levers of control. 
Not Avithout reason has Toshimichi Oku bo, leader in industrial 
expansion, been called “the Colbert of Japan.” Yet just as the 
Mercantilists of seA^enteenth century Europe droAA' on the precepts 
of economic policy fashioned earlier in toAvns and smaller territorial 
states, so Japan’s post-Restoration statesmen applied on a national 
scale many of the practices developed earlier, in Tokugawa days, 
by the more progressive clans. Military strength and prestige re- 
mained, of course, in the forefront of their objectives. It aa^s here 
thev sought most eagerly the secrets of the West. Accordingly, they 
and their successors did not hesitate to sacrifice economic interests 
in the cause of State building. The “center of gravity,” in Schmol- 
ler’s phrase, now hecamc the nation-state, occupied Avith consolidat- 
ing its forces at home and preparing to enter the arena of competi- 
tive struggle abroad. 

In the main, lioAvcA’er, like their European counterparts, they 
seem to haA'e regarded the pursuit of wealth and the pursuit of power 
as coordinate objectives, each reinforcing the other. 
hjfoltcP was their slogan — “a rich country, a strong annv.” No 
doubt they often failed to realize points of contradiction between 
the two. Es])ecially in later decades a clear choice had to he faced. 
For the logic of industrial dcA^elopment, sustained by A\a)rld-Avide 
trade, ran increasingly counter to the military ideal of a self-con- 
tained Empire. But at the outset, in any event, there Avas a good 
deal of .sense in the general proposition. Industrialization Avould 
provide the sincAvs of military defense and centralized ])nlitical 
control. Conversely, a pi^AA'erful State could nurture economic de- 
velopment at home. And in foreign relations it Avould assure ]H>litical 
independence and perhaps win other gains in the form of colonies, 
oA^er.seas markets, and investment opportunities. 

This reasoning ser\Td to make industrialization a major concern 
of State policy in the Meiji “RenoA^ation.” Ecpiallv, it gave a ])ro- 
nounced bias in favor of ymwer as distinguished from Avelfare ob- 
jectives, AA'hercver a conflict arose betAA'cen the tAvp. ^ 

Fortunatelv for the nation, nevertheless, the Meiii leaders con- 
ceived of their economic problem in broad terms. With remarkable 
perception, they seem to haA'c realized from the beginning that in- 
dustrialization is more than a matter of importing machinery and 
technical skills to he grafted into a society otherAvisc basically iin- 

’^Japan*ii Emerpfinrp an a Modrm State, New York, l!)4-0, p. 102. 
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changed. To be sure, it was to be a revolution from the top, pre- 
serving the existing power structure in its essentials. It revealed 
little solicitude for the small peasant or the young factory hand. 
It was frankly antidemocratic in philosophy, reviving the reaction- 
ary symbols of the throne to tighten the grip of the new oligarchy 
at the center. Nevertheless, it set in motion a progressive transfor- 
mation in Japanese society. 

Its architects proceeded at once to demolish the archaic structure 
of the Tokugawa state. In its place they set about erecting a modern 
framework of law, political administration, and national defense. 
They saw that a revolution in transport, communications, and fi- 
nance was required no less fo r ec onomic development than for mili- 
tary power. And in general, unlike the contemporary rulers of 
Manchu China, they led in the movement to replace the classical 
learning with Western science and industrial arts. Most surprisingly, 
perhaps, they began very early to lay the foundations for a system 
of universal education, taking care to ensure that it would preserve 
and even strengthen the ancient core of authoritarian ideals sym- 
bolized in the emperor. ^ 

Japan thus embarked on the path of economic modernization with 
a centralized government which within a decade was seated firmly 
and aggressively in the saddle. Several other broad characteristics of 
this regime may be recalled. 

First, the country succeeded in preserving its sovereign inde- 
pendence in the face of Western pressure. It had to accept the 
restriction of its import tariff to nominal rates, as well as the 
humiliation of extraterritoriality, until the unequal treaties of 1858 
were terminated in 1899. For .some years, too, the government was 
too w'eak to feel entirely secure at home, much less to make its wTit 
run abroad. In contrast to most of Asia at this juncture, however, 
Japan was ruled by Japanese, with little qualification. Its ports, its 
industries, its currency w’ere Japanese-controlled. The State dis- 
couraged foreign business enterprise w'ithin the country, and made 
little effort even to borrow abroad until after the victorious war w'ith 
China. One cardinal circumstance, then, was that economic policy 
from the beginning was largely free of outside interference. It 
was nationalist in spirit and control. 

Second, the IMeiji oligarchy soon outw’itted and dispersed all 
latent elements* of serious opposition w'ithin Japan. It quickly 
mustered sufficient force to quell incipient peasant revolt, on the 
one hand, and samurai rebellion, on the other. If it warded off any- 
thing like the regime of foreign settlements and concessions in China, 
it also experienced nothing resembling the warlord period. As a 
unitary regime in a relatively small area with easy internal com- 
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niunications, it was likewise spared many of the problems inherent 
in countries larger in scale and less authoritarian in tradition. 

Almost at once liberal parties arose to attack its policies and 
clamor for a share in government. These, too, it kept largely within 
bounds by police action and briber}^ and by occasional concessions 
like the Constitution of 1889. Through the Meiji era the govern- 
ment remained an authoritarian, bureaucrafic regime, presiding 
over a nation dis])laying markt*!! cohesion and discipline, and with 
a Parliament (after 1890) capable of little more than obstructionist 
tactics. Witliin the limits of its resources, therefore, it was com- 
paratively free to drive forward toward the goals of national de- 
velopment as conceived by its leaders, llehind-the-scenes struggles 
among elements of the ruling coalition were constantly in evidence, 
and sometimes overt clashes. But they were accommodated without 
radical changes in the structure of y)ower, immediately by a ju- 
dicious sharing of the spoils of office, and ultimately b\^ invoking 
when necessary the prestige of the throne to silence dissident grou])s. 
Only after World War I were the State’s targets blurred, and its 
energies distracted, by tlie appearance of new political forces and 
problems created by industrialism. 

Third, the general dedication of economic policies to the building 
of national power has already been noted. As rapidly as tiie instru- 
ments of political action could be forged through the training and 
organization of a new bureaucracy they s(*cm to have been directed 
fairly consistently to sucli ends. At the same time the regime never 
seems to have acquired delusions of its own omniscience or omnip- 
otence in the economic realm. There was often confusion and hasty 
improvisation in deciding upon the actual course of action in pursuit 
of the general goal. The experiments with State pioneering of in- 
dustry, with banking institutions, with railway financing, and with 
other ventures all show much trial and error through the nineteenth 
century. Probably this reflected a good deal of pulling and hauling 
within the government and its .supporting grou[)s. The samurai- 
bureaucrat and the merchant inherited authoritarian traditions of 
clan mercantilism and guild respon.sibility. On the other hand, they 
were visibly impressed by the liberal principles current in the West, 
or at any rate by the power and efficiency that accompanied them. 
They were eager to demonstrate Japan’s modernity, In military af- 
fairs, law and administration, finance, and education the Japanese 
borrowed widely, and at first inconsistently. Rather quickly, how- 
ever, they rejected the uncongenial and adapted the rest to their 
own circumstances and propensities. 

Initially, it will be recalled, the State itself spearheaded the in- 
dustrialization process by pioneering and financing new undertak- 
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ings over a broad front. In the decade after 1868 it built and oper- 
ated railways and telegraph lines. It opened new coal mines and 
agricultural experiment stations. It established iron foundries, ship- 
yards, and machine shops. It imported foreign equipment and ex- 
perts to mechanize silk reeling and cotton spinning. It set up model 
factories to manufacture cement, paper, and glass. Many new 
Western-style industries thus owed their start to government initia- 
tive. While public expenditures for such purposes were not large, 
if we exclude transport and communications, this leadership had 
a catalytic effect. For the State shouldered the early risks, recon- 
noitered the path of technical advance, and patronized many private 
ventures which followed on its heels.^ 

This pliase of direct entrepreneurship passed rather quickly, 
however. In most industries it never went beyond the pilot venture. 
After 1882 the government relinquished its lead. Its hopes of revenue 
from its undertakings liad been disappointed ; it needed to conserve 
resources in order to stabilize its finances while yet embarking on 
ambitious naval and military spending; and it hoped to encourage 
private entrepreneurship by providing fresh opportunities for in- 
vestment and experience. To share responsibility increasingly with 
private interests appeared to offer no threat to the political oli- 
garchy. In fact, one of its problems was to find useful emp loyment 
for restless samurai. The example of the West in the nineteenth cen- 
tury argued the merits of private enterprise. Most of the State’s in- 
dustrial properties, therefore, were soon disposed of at prices low 
enough to attract ready buyers. They went mainly to certain big 
capitalists enjoying official favor and capable of financing and oper- 
ating them. The result was to endow the nascent zaihatsu with fresh 
opyjortunitics to extend their activities. It consolidated still further 
tile pattern of business oligarchy in close association with the gov- 
ernment, which cliaracterizcd large-scale industry and finance from 
the earliest days. 

Thereafter State capitalism in the sense of public ownership 

•The real moti%’es of the MeijI leaders In this rralm havr been a matter of some 
controversy. Yasuzo Horie argues that In fact they were mixed, and changed as 
time went on. Initially the new regime simply inherited various mines, dockyards, 
and factories from the Tokugawa and clan governments. It soon began also to 
organize new undertakings. But its early pur|>oscs were not so much to stimulate 
industrial expansion 'ks to serve more immediate ends: to forge military and ad- 
ministrative unity; to provide metal products and fuel for its own needs; to prevent 
unemployment among miners; to exclude foreign capital; even just to eliminate 
quarrels among private Interests. After 1873 these military, financial, and political 
motives were reinforced bv the wider objective of furnishing models for private in- 
dustrial development. Particular objectives were to stop the gold drain by creating 
new exports, and to provide employment for idle tnntvrai. “Government Industries in 
the Early Years of the Mciji Era,” Kyoto University Economic Review, vol. xrr, 
no. 1, January 1939, pp. 67-87. 
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played a declining role in prewar Japan until its revival in the war 
economy of the late tliirties. It was continued only on a much more 
selective basis. In 1896 the government established the Yawata Iron 
Works, largely for military reasons. This concern became the out- 
standing industrial enterprise operated by the State. It continued 
to dominate the steel industry.® In 1906 the government also na- 
tionalized all the trunk railways of the country — by far its largest 
operating investment. Soon it became the biggest stockholder in the 
South Manchuria Railway, which was taken over from Russia as 
a prize of war and made the chief instrument of Japanese enterprise 
in Manchuria. Subsequently it acquired part- ownership or special 
legal rights in other colonial development companies. At home it 
retained possession of the telephones and telegraphs and much of 
the forest domain. It continued also to operate certain Army and 
Navy undertakings, the mint, the Cabinet Printing Office, and the 
revenue monopolies in salt, tobacco, and camphor. More important, 
it exercised wide powers over tlie Japanese banking system through 
its control over the great special banks, even though its actual in- 
vestment was not large. Local authorities also operated tramways, 
harbor services, and other ventures in “gas and water socialism.” 

These miscellaneous types of public enterprise never bulked large 
in the prewar Japanese economy in quantitative terms, whatever 
their importance in other respects. They went little beyond what 
was then regarded as the conventional sphere of public responsi- 
bility in most industrial countries. According to one estimate, the 
total value of investment in operating enterprise bv the national gov- 
ernment was about 4,500 million yen in 1934.® The Imperial Rail- 
ways alone accounted for 3,682 milliofi yen ; the SMR and the Japan 
Iron Manufacturing Company for most of the remainder. 

The census of national wealth in 1930 credited national and local 
governments in Japan with properties valued at only 18 billion yen. 
This was approximately one sixth of the total of 110 })illion yon, 
about the same share as prevailed in the United States. (See above, 
page 238.) Most of it consisted of public land, forests, railways, 
and buildings. Governmental agencies of all sorts contributed no 

s A number of private firms were sub.sequently encouraped to embark on iron and 
steel manufacture with the aid of subsidies, protective tariffs, and exemption.s from 
income and business taxes for a period of years. But the Yawata Wfirks continued 
until 1933 to turn out GO^/r of all the pip iron produced in Japan Pro]»er and nearly 
half the steel, (n 193i the control of the government was extended still further by 
the merger of Yawata with .six znihatm firm.s to form the Japan Iron Manufacturing 
Companv. The new company was cnpitalized at 3fi0 million yen, of which the gov- 
ernment’s share w'as 2fi4 million. It accounted for upwards of half of the steel 
output of the home islands and almost all of the pig iron. 

M. Matsuo, *’The Japanese State as Industrialist and Financier,” Far Eautern 
Survey^ vol. v, no. 11, May 25, 193G, p. 106. 
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larger a proportion of the current national output at this time, 
if one applies a market appraisal to all public services and under- 
takings. Valued at factor cost and with an imputed return on govern- 
ment property, they accounted for about 1,650 million yen, out of 
a domestic national product estimated at 10,239 million yen.^ Nor 
were these public shares of wealth and income much larger in 1913, 
or even earlier. Figures of this sort are of limited significance, of 
course, but they do provide one useful perspective on the role of 
government in prewar* Japan. 

It was only after the outbreak of Sino- Japanese hostilities in 
1937 that the State began extensively to invest and directly inter- 
vene in the control of industrial enterprise. In rapid succession scores 
of “national policy companies” were organized to expand the pro- 
ductive capacity of the Empire, particularly in war essentials. By 
the end of 1938 the Finance Ministr3r held shares in a doz^ trading 
and industrial companies aggregating a billion yen. However, aside 
from the Japan Iron Manufacturing Company, these holdings were 
still chiefly in the SMR (400 million yen) and other semiofficial 
development companies formed to exploit the resources of Man- 
churia and North China. Even now the stimulation and control of 
Japan’s war economy in its first phase were achieved less by direct 
public financing than by legislation giving the government sweep- 
ing control powers over private industry and trade. 

Indirect Influences: Education, More significant than State in- 
vestment and ownersliip in prewar Japan were the whole range of 
influences brought to bear through governmental action on the 
growth and direction of private enterprise after 1868. 

These influences were selective in their intent, and in their effects. 
Tliey reflected the aims and philosophy of those interest groups 
which were dominant in Japanese society. Though stamped through- 
out with a strong emphasis on national power, they tended to vary 
with the shifting outlooks and relative power positions of the mili- 
tary, the civilian bureaucracy, the political parties, and private 
business. They took effect through activities so varied in character 
as to be difficult to sum up in any consistent formula. They ranged 
all the way from routine services like crop reporting, aids to 
navigation, and patent protection, to programs of financial and 
technical assistance amounting to virtual partnership with private 
interests in certain key industries. Indeed, the full scope of political 
action bearing on Japan’s economic development ran far beyond 

f See Table 38, above. The principal items in government net product were the 
following (in millions of yen): government factories, lid; railway*;, 230; posts, tele- 
phones, and telegraph, 134; agricultural and forestry undertakings, 45; imputed 
return at 5% on government property, 466; and other government services (in- 
cluding armed forces* pay), 666. 
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what is ordinarily considered economic policy. As already empha- 
sized, nothing was more basic to her industrial progress than the 
vigorous steps taken immediately after the Restoration to assure 
her national independence and to provide the framework of political 
and administrative unity. The whole course of subsequent develop- 
ment was shaped by Japan’s success in this regard. 

Second only to national unity and defense in its pervasive sig- 
nificance for industrialization was the attitude adopted at the out- 
set toward education. 

In traditional Japan formal learning had been largely the mo- 
nopoly of the samurai. The only form of technical training was the 
apprentice system. The problem of modernization was first to estab- 
lish a broad highway of contact with Western learning, and second 
to adapt and develop it on an indigenous basis. The government 
led in both tasks. It dispatched group missions and individual 
students in large numbers abroad to study Western science, adminis- 
tration, and the industrial arts. It hired hundreds of Western ex- 
perts in almost every branch of technical skill from silkworm breed- 
ing to shipping and central banking. A Department of Education 
was created in 1871. Drawing on French models, it blueprinted a 
national system of education, with a primary school envisaged for 
every 600 children. Higher technical schools were organized in such 
fields as medicine, military science, navigation, agriculture, com- 
merce, and fisheries. Tokyo Imperial University was developed os 
the training school for the civil service, and the leading center of 
university education and research. 

Interestingly enough, the early Japanese educators like Fu jimaro 
Tanaka, who became vice-minister of education in 1873, were 
strongly influenced by American ideas of democracy and utilitarian- 
ism in education." Soon, however, the Meiji bureaucrats took alarm 
at this tendency. In the eighties official policy turned toward an 
increasing emphasis on nationalistic and authoritarian morals. As 
expounded in the Imperial Rescript on Education (1890), this 
philosophy of obedience and subservience to the State became firmly 
rooted in the curriculum. Cloaked in the trappings of Japanese 
mythology, it was revived and reached new heights during the re- 
crudescence of blood-and-iron militarism after 1931. The Japanese 
are not the only people to have used State cducatiori to c'Ti force social 
discipline within the established order, but they were pioneers in 
the more modern techniques of this form of regimentation. 

It was remarkable, nevertheless, that Japan should move so 
quickly away from the philosophy of the Tokugawa ruling class, 
which was to keep the people steeped in ignorance, to a national 

• See Chitoshi Yanaga, Japan tinee Perry^ New York, 1949, chap. 7. 
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campaign against illiterac 3 \ Tlic interests of class and religion 
placed their stamp upon the curriculum ; but they no longer blocked 
the road to popular enlightenment, as in so many countries of 
Asia and the West.® By the turn of the century substantial progress 
had been made toward a compulsory system of four-year (later six- 
year) primary education. Already 5 million children were receiving 
some rudiments of instruction at least, in 27,000 elementary schools. 
On this foundation was erected a tapering pyramid of technical and 
general education, at both secondary and higlier levels. The latter 
was restricted in practice largely to boys from upper-income groups. 
Still there were now 15,000 students in forty-nine colleges and uni- 
versities. 

Elementary schools were operated almost entirely by local public 
bodies, usually with grants-in-aid. Private education was more im- 
portant in the secondary field, and still more in higher learning. 
However, the Ministry of Education prescribed standards and main- 
tained close surveillance througliout. Most of the technical schools 
in particular were public institutions. A great deal of short-term 
industrial training also tbok place in private factories, of course. 
But it was always limited by the turnover of labor. Almost every- 
where this is ay)t to deter private employci s from any large invest- 
ment in the development of technical skills. In Japan, as in most 
countries, only the State found it advantageo\is to finance technical 
education on any scale. Along with the rest of the system of public 
instruction, it was constantly handicapped, so far as national gov- 
ernment expenditures were concerned, by the priority given to mili- 
tary budgets. By 1903, nevertheless, some 240 technical schools of 
liigher and lower grades had been organized. There were, in addition, 
the technical colleges of the universities, and 1,000 elementary “con- 
tinuation schools” for part-time instruction in the simpler skills 
required for industry, commerce, agriculture, and fishing. 

With all its limitations, both in scale and content, this system of 
general and technical education as it expanded was fundamental to 
industrial advance. In time Japan came to have a ratio of engineer- 
ing students to the population said to be higher than in many in- 
dustrial nations of Europe. In pure science, still more than in 
engineering, her universities and research institutes gained the re- 

» It is sometime^orpotten hdw lonp the modernization and extension of education 
were deliiyed, even in Hrilain, by class interest and rclipious rivalry. Japan lacked 
the force of a great religiou'! movement like the nonconformi.st movement to back 
the struggle toward this goal under State auspices. On the other hand, she was 
spared the handicap of a powerful established church which elsewhere has so often 
fought any encroachment on its monop*»ly of “voluntary education” while failing 
to provide adequate facilities itself. Not until 1876 vras attendance at school made 
compulsory for children up to twelve in England, and not until 1890 was elementary 
education made generally available at public expense. 
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spect of the world. The mass of people never got beyond six years’ 
schooling. But even this helped to diffuse the more modest technical 
skills widely among the population, especially in the towns and 
cities. And education encouraged an increasing degree of geo- 
graphic, occupational, and social mobility among the people which 
was essential to the radical restructuring of the economy. Finally, by 
spreading economic opportunity without legal discrimination with 
respect to race, religion, or class, it was the chief force at work, 
however ineffectively, to combat the great inequalities so deeply 
rooted in Japanese society.^® No other enterprise of the State paid 
handsomer dividends to the nation. The chief trouble was there was 
not enough. 

A full assessment of the role of government in Japanese economic 
life would take account of policies of inaction as well as those 
of action. It was highly significant, as we have seen, that the Mciji 
governments showed little disposition to employ the powers of the 
State to redistribute income and wealth, to combat the concentra- 
tion of control in finance and industry, or to shelter the peasant and 
worker from the rigors of competition. In the main, except for the 
diffusion of knowledge, their policies served rather to tip the scales 
the otlier way. No less significant was the attitude of the authori- 
ties toward the economic and social problem overshadowing all 
others — the relentless growth of population. Government bureaus 
and scientific institutions made considerable contributions to the 
advances in public health which steadily reduced the death rate. 
Birth control, however, was a subject on which Japan’s political 
leaders were at least neutral and often frankly hostile. The practice 
of family limitation spread slowly through the cities in the later 
decades, but its open advocacy remained under legal penalties. 

On some of these aspects of public policy a good deal has been 
said in earlier chapters of this volume. Others extend well beyond 
the bounds of this study. There arc several features, though, which 
call for furthei discussion because of their pervasive effect on the 
w'hole industrialization process. 

Money, Credit, and Fiscal Policies 

Early Financial Expedients, Certain monetary and fiscal policies 
require further emphasis, first of all, because of the ^art which they 
played in nourishing the growth of Japanese capitalism through its 

10 The most apparent discrimination in the use of public funds for education was 
on the basis of sex. The purpose of educatln^r women, accordinp: to the minister of 
education In 1909, Haron Kikuchi Dairoku, was to equip them to be “ffood wives and 
wise mothers.” Robert K. Hall, Education for the New Japan, New Haven, 1949. 
p. 419. Even under this traditional formula, however, a frnod deal was accompli.shcd 
in the education of girls through the middle-school stage. 
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infancy. In Meiji Japan, as in all countries undertaking economic 
development, one crucial problem was to mobilize savings out of a 
mass of small incomes, by one means or another, and to generate 
a flow of investment funds into new forms of enterprise. Although 
government investment was itself a small part of the total, the whole 
process of capital formation was inevitably influenced by the State 
at almost every point. 

A rising tempo of investment followed almost automatically from 
the new impulses artd techniques which flowed into Japan, once she 
abandoned tlie policy of seclusion, threw off the old shackles on 
freedom of enterprise, and embarked on a new era of political unity, 
legal security, and technical advance. Such a development had long 
been latent in pre-Restoration Japan. It was now quick to manifest 
itself in the new climate of opportunity. 

As described in Chapter 5, private capital formation was aided 
by wide inequalities in wealth and income; also by the resistance 
offered by traditional Japanese values to higher standards of ma- 
terial consumption. Yet the new circumstance was not either of these 
factors so much as new incentives and opportunities to use wealth 
in productive ways rather than to hoard or consume it. This process, 
however, required a steady growth of currency and credit to keep 
pace with the growth of production and its shift to a commercial 
basis. It called for new financial mechanisms to create and mo- 
bilize liquid ])urchasing power for private investment as well as 
State expenditure. And it could be accelerated by employing these 
mechanisms to inflate profit expectations so as to draw' increasing 
resources into capital formation. In part such resources might 
previously have been idle, as in the case of mines, forests, or under- 
enqdoyed farm labor. In some degree they had to he drawm from 
labor and capital previously devoted to consumption. In large 
measure they w'cre newdy created in the process of growth. 

The turbulent financial history of 1868 to 1881 reveals these 
processes at w'ork. (See pages 245ff.) Only by large issues of paper 
money could the Meiji regime initially meet its requirements. As 
quickly as possible, how'ever, it sought a more orderly solution. The 
land tax reform of 1873 created a State system of national revenue 
collected mainly from the agricultural class. Meanwdiile, to aug- 
ment the supply of liquid funds for public and private use, the 
authorities also encouraged the spread of joint-stock finance and 
private banking and note issue. The horrow’ing powders of the gov- 
ernment were first employed on a large scale in the attempt to 
resolve the political problem of the displaced samurai by a mixture 
of conciliation and force. Over 200 million yen of public bonds were 
issued in commuting the feudal pensions of 400,000 families. Some 
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of these bonds were used by nobility to found note-issuing banks, 
which led to a rapid increase in the supply of credit. Others afforded 
capital directly for small enterprises of all sorts that mushroomed 
in the inflation that followed. 

These early financial expedients are difficult to assess in their 
effects on real capital formation. Initially, in all likelihood, the 
result was not so much to create new wealth as to redistribute spend- 
ing on consumption from one class to another, and to concentrate the 
ownership of land and other existing assets. The government 
managed at any rate to meet its own most urgent political and ad- 
ministrative requirements through a critical period. At the same 
time, sizable pools of banking capital were created under the con- 
trol of private financiers who began to seek outlets for their funds 
in new forms of large-scale enterprise. And a dynamic impulse was 
given to countless small undertakings in agriculture, commerce, 
and handicraft industry, some of which survived the deflation and 
depression of the eighties. 

Most important, experience taught the need for a system of cur- 
rency and banking which would be more ample and more stable 
than the early improvisations. This experience, together with further 
study of European practice, formed the basis for the far-reaching 
reforms undertaken by Count Matsukata after 1880 and carried 
out over the next two decades. 

The Bank of Japan was now developed as a central bank of 
note issue and fiscal agent of the government. Other semiofficial banks 
were founded on government initiative to enlarge the credit system. 
They also served to extend the range of government control over 
the network of private banks which was growing apace. In a series 
of steps the currency was unified; the banking system was placed 
under a greater measure of Ireasury supervision; and in 1897 
Japan followed the example* of most other countries in abandoning 
bimetallism after a long and unsatisfactory experience. She now 
adopted the gold standard, with the help of the sterling indemnity 
exacted from China as the price of defeat in 1895. Germany had 
used her war indemnity from France a generation earlier for a 
similar purpose. Western money markets were henceforth open to 
Japanese public borrowing, and large loans were contracted during 
the next fifteen years. (Chapter 5.) Japan’s own b^inkthg system, 
although still inadequate in many respects, provided a fairly ef- 
fective instrument for the development of modern industry and 
trade. 

The Government in Banking. The key role played by the great 
quasi-public banks formed in the later Meiji years deserves special 
emphasis. Beside the Bank of Japan, they included particularly the 
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Yokohama Specie Bank, the Industrial Bank of Japan, the Hypo- 
thec Bank of Japan, and the Banks of Chosen and Taiwan. 

These institutions functioned side by side, and often in close 
collaboration with the private banks, particularly the traditional 
Big Five — the First (Daiichi), Mitsui, Mitsubishi, Sumitomo, and 
Yasuda. Togetlier they made for a powerful concentration of bank- 
ing capital, and one which increased with the passage of time, as 
hundreds of smaller banks were gradually absorbed by the big pri- 
vate institutions in a series of financial crises. The importance of the 
government banks is indicated by the fact that their paid-up capital 
and reserves ranged between a fifth and a third of those of all spe- 
cial and ordinary (nonsavings) banks in Japan after 1900. Among 
the latter in turn, the share of the seven leading institutions in total 
paid-up capital, reserves, and deposits increased from 23% in 1905 
to as much as 58% in 1941.“ 

The State itself provided very little of the share capital of the 
special banks. (The Imperial Household was a large stockholder in 
several, especially the Yokohama Specie Bank.) They secured their 
funds from private sii Inscription to shares, from private deposits 
and debenture issues, and from public accounts. In each institution, 
however, the government appointed or approved the principal of- 
ficers and directors. Under their statutes and bylaws, policies were 
also subject to continuous scrutiny and control by the Ministry of 
Finance. Another concentration of financial resources even more 
directly under the control of the Ministry was the huge fund of 
postal savings managed by its Deposits Bureau. From its inception 
in 1875 the postal savings system regularly received deposits far 
in excess of those received by the private savings banks. In 1934 
it held 37.8 million accounts averaging 74 yen apiece. Its assets 
amounted to about one fifth of the entire assets of all other banks 
and insurance and trust companies. 

Through its relationship to these institutions, as well as its 
participation in various “national policy companies” like the South 
Manchuria Railway and Oriental Development Company, the State 
was in a position to exert a large influence over the investment of 
private funds when it chose to do so. This was the more true since 
Japanese banks characteristically engaged in long-term financing 
of industry, agriculture, and real estate, as well as short-term com- 
mercial operations. No wide public market for securities ever de- 
veloped; bank funds and business savings were the chief source 
of capital for industry and trade. The relation between the banks 

These seven include the Big Five mentioned above; the One Hundredth Bank; 
after 1905 the Konoike Bank; and after 1941 the Sanwa, formed In 1933 by a merger 
of the Konoike with two other leading banks of Osaka. 
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and industrial concerns was thus unusually close, particularly in 
the case of the zaibatsu banks which were themselves part of the 
great combines. 

The official banks served diverse purposes. One major purpose 
was to channel private funds into financing the government itself. 
Together with the Deposit Funds Management Bureau, they al- 
w'ays held a sizable fraction of the public debt. The Bank of Japan, 
of course, performed the other usual functions of a central bank. 
While its powers over the money market were always somewhat 
limited, this was offset in some degree by official influence exerted 
through the other special banks. The Yokohama Specie Bank gave 
the country an efficient foreign exchange institution with branches 
all over the world. Operating in a field of vital importance to Japan, 
it functioned according to accepted banking principles, but with 
a large measure of public responsibility. 

The Industrial and Hypothec banks conducted business in their 
respective spheres under strict control by the Ministry of Finance. 
The former was a mortgage as w’ell as a banking institution, raising 
funds both at home and abroad for medium- and long-term financ- 
ing of industrial enterprise. The latter became the center of a net- 
work of agricultural credit agencies sponsored by the government. 
They included the prcfectural Agricultural and Industrial Banks; 
the Hokkaido Colonial Bank; and the Central Bank for Coopera- 
tive Associations, organized in 1923 as a ‘^central chest’’ for thou- 
sands of cooperative credit societies which were formed under the 
laws of 1900 and 1917. Together these agencies furnished as much 
as a quarter of the funds borrowed by larmers in the later years. 
Most of the remainder came from local pawnshops, landlords, and 
merchants at much higher intercut rates. 

On a smaller scale the Industrial and Hypothec banks were also 
used after 1923 to extend low-interest loans to small traders and 
industrialists, with the aid of government guarantees and funds from 
the Deposits Bureau. Later, in the thirties, these lending institu- 
tions gained increasing importance in the inrlustrial field as all sorts 
of “national policy companies” were launched to promote war in- 
dustries. By 1939 the Deposits Bureau alone held 11% of all in- 
dustrial debentures outstanding in Japan. All government banks 
and agencies together held as much as 20%. 

In the realm of imperialist expansion and colonial development 
several of the public banks were long associated directly with spe- 
cial political objectives. Here severe losses to the government and 
the depositors sometimes occurred. For example, the Banks of Tai- 
wan and Chosen played a major part in the development of their 
respective territories. They conducted all sorts of banking and cur- 
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rency operations for the Army and the colonial governments, be- 
side financing Japanese business enterprise. “Development” is a 
euphemism for some of their activities. The Bank of Taiwan in par- 
ticular had a long record of speculation and mismanagement, cul- 
minating in its failure in 1927. It was characteristic of the financial 
intrigue of the times that its collapse was allegedly precipitated by 
Mitsui and Mitsubishi, who called their loans to the overextended 
Bank in the effort to ruin Suzuki and Company, a rival sugar firm 
in whose speculations it was heavily involved. Also characteristic 
of the times was the response of the political parties in the Diet. 
They promptly voted 200 million yen to bail out the big creditors 
of the Bank, beside anotlier 500 million yen to guarantee the Bank 
of Japan against losses incurred in emergency advances to other 
institutions to rescue them from ruin in the general collapse that 
impended. 

The Bank of Chosen and the Industrial Bank of Japan w'ere 
associated with tlie Bank of Taiw'an in a long series of political 
maneuvers and financial manipulations in China. In 1915-18 they 
were the tool of Premier General Terauchi and the Japanese mili- 
tarists in the unsavory Nishihara loans to Chinese politicians of the 
corrupt Anfu clique. Ostensibly given for lailway construction, pur- 
chase of arms, and similar purposes, the real object oi these loans 
w'as to follow up the TwTuty-one Demands of 1015 w^ith a further 
consolidation of Japanese influence in China. They w'cre soon de- 
faulted, and in the end the Japanese government had to acknowledge 
its responsibility by ])aying off the creditors to the tune of 156 
million yen. 

After 1931 the special banks w'ere again freely employed as in- 
struments of imperialism. The Industrial Bank invested heavily in 
Manchuria and North China, as w’cll as in the numerous “national 
policy companies” floated at home. The Bank of Chosen served as 
fiscal agent for tlic Kw'antung Army. It also financed a whole series 
of puppet regimes and companies on the continent. It w’as even so 
versatile as to engage in large-scale smuggling of silver, opium, 
and textiles in the Tientsin area, where the Japanese w^ere trying 
to break down C’hincse administrative authority in 1935-36. 

Tlicse continental ventures form a colorful chapter in the history 
of the coluTriail banks. But they had little to do w'ith Japanese eco- 
nomic development, except to dissipate valuable resources. The more 
constructive contributions of the special banks lay elsewhere. 

Secular Ea'panswn of Credit. To return to matters of more sub- 
stantive im])ortance for the Japanese economy, the fiscal operations 
of the government as w'cll ns its banking policies continued to pro- 
vide an inflationary stimulus to growth even after the Matsukata 
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reforms previously mentioned. Here the reader is referred to mat- 
ters already discussed in Chapters 1, 2, and 5. Following the re- 
trenchment of the eighties, government borrowing and spending 
were kept w’ithin more manageable bounds. Yet a steady rise in the 
public debt and note issue persisted over most of the next thirty 
years. 

It is interesting that Japanese price indices show only three or 
four years between 1868 and 1900 when wholesale commodity prices 
failed to rise from the level of the preceding year. Again, from 
1900 to 1920 only three such years are recorded. In fact, as remarked 
in Chapter 5, the secular rise in the price level only suffered two 
real interruptions in prewar Japan, once in the eighties and again 
between 1920 and 1932. (See Table 25, above.) The upward drift 
after the turn of the century characterized the whole world economy, 
to be sure. But in Japan it was reinforced by two factors. One was 
a chronic deficit in the government budget occasioned largely by 
the wars with China and Russia. The other was a general predilec- 
tion for easy money which seems to have been shared alike by the 
government and the business community, and which helped to main- 
tain private investment at a high level through much of the ])eriod 
1893-1913. As already described, the government resorted at this 
time to large-scale borrowing abroad. This enabled the Bank of 
Japan further to expand the supply of credit, and — more im- 
portant — it enlarged the real resources at Japan’s disposal to 
meet the dual requirements of military spending and industrial 
development. 

After 1915 came the windfall opportunities of the Kuropenn war, 
generating a new wave of expansion in Japanese trade and indus- 
try. The collapse of 1920 ushered in a decade of financial disorders. 
Again the tendency was to stave off any radical deflationary read- 
justment. Government funds were used freely to shore up the credit 
structure and to meet the yawning gap in the balance of payments. 
This time the difficulty was more serious, and the remedy proved 
inadequate. It was succeeded by a brief trial of retrenchment and 
deflation, preparatory to a return to the gold standard. But this 
experiment, too, was ill fated, especially as it was attempted on the 
eve of a world depression. So, once more, recourse w’as had in the 
early thirties to mild doses of inflation, accompanied for the first 
time by drastic exchange depreciation. For another decade, almost, 
the civilian economy resumed its rapid growth, until it began to 
crumble under the strain of large-scale war.” 

12 This time, however, the frrowth In real national Income was less Impressive than 
the growth in national product, owing to the deterioration in the terms of trade 
occasioned by depreciation of the yen in 1931. As described in Chapter 2, import 
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To explore the financial history of prewar Japan at any length, of 
course, would introduce many complexities into this oversimplified 
outline. It may be sufficient, nevertheless, to draw attention to one 
essential feature of the growth of Japanese capitalism. The State 
continually drained large resources into armament and war; and 
it certainly failed to channel the flow of investment funds into 
many uses which would have had a high priority in terms of social 
welfare. But it did manage to provide, partly through design and 
partly througli inadvertence, a monetary stimulus and mechanism 
by which large sums of purchasing power were placed in the hands 
of industrialists, merchants, and farmers able and willing to invest 
tliem in wealth-creating activities on a growing scale. 

The secular expansion of currency and credit in prewar Japan 
was a rather disorderly process, to be sure. It was attended with 
tlie usual booms and depressions of a capitalistic economy. Some 
were induced by monetary mismanagement at home. Others grew 
out of external developments beyond Japan’s control. Over the 
period as a whole, however, depressions were usually short-lived in 
])rcwar Japan. And, after^the early experiences with paper money, 
runaway tendencies in boom periods which did not parallel similar 
price and income movements abroad tended to be held in check by 
difficulties which they invited in the balance of payment®: In fact, 
the protection of gold reserves and foreign balances was a more or 
less continuous source of anxiety for the Treasury and Bank of 
Japan — a fact which testifies itself to the propensity to enlarge the 
supply of money wliencver conditions permitted. 

All in all, it would seem that Japan took over fairly successfully 
the intricate modern techniques of money and credit, where the re- 
sponsibility of the State is so great. This is applying the standard, 
not of perfection, but of common experience at the time. In the 
main, Japanese governments refrained before 1937 from reckless 
abuse of their power to create credit. No less important, they avoided 
excessive regard for orthodox canons of “sound finance.” The under- 
prices rose sharply in relation to export prices durinj^ the ensuing trade boom. By 
1936 the Japanese were exporting about one-third more goods to foreign countries 
to pay for their current import.s than would have been required at the 1930 terms 
of exchange. These additional exports absorbed about one fifth of the 60% gain 
in national net nrpduct from 1930 to 1936. 

The short-run gains from this experience in exchange depreciation and monetary 
reflation were nevertheless substantial, especially in view of the drastic readjustment 
which had to he made to the decline in the American silk market. The real difficul- 
ties came later as foreign governments moved to protect their markets against a 
flood of cheap Japanese manufactures; and still more when the Japanese military 
refused to call a hall to military spending, despite danger signals, and even 
assassinated the finance minister, prudent old Korekiyo Takahashi, to gel him out of 
the way. 
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lying process of growth was a long tidal wave of technical innova- 
tion, as Japan took over and exploited the technology and trading 
opportunities opened up by contact with the West. New wants, new 
markets, new forms of production and organization were the im- 
pelling forces. Largely they were private and civilian in character, 
but the expansion in this realm was reinforced by continual govern- 
ment spending for armaments, which was especially significant in 
building the heavy industries. All this required a growing supply 
of new investment funds, renewed in cycle after cycle. In the field 
of money and credit, public policy helped to supply this need by a 
persistent bias in favor of monetary expansion. 

At the same time certain other consequences arising from the 
predilection for easy money should not pass unnoticed. 

One w'as the social cost of arbitrary redistributions of income 
occasioned by changes in tlie price level. The secular upward drift 
— a threefold increase from 1868 to 1938 — meant that periodically 
great masses of people saw the buying power of their current incomes 
whittled away through price inflation generated by new investment 
and armament expenditure which was not matched by a correspond- 
ing increase in current output. This was part of the real cost of 
Japanese economic development. It was the mechanism by which 
a share of the capital was created. But even where it helped eventu- 
ally to build the country’s productive power, the future benefits 
were not shared among classes in proportion to the immediate 
deprivations. Cliaracteristically, for example, the buying power of 
industrial wages failed to rise at all in the boom years 1915-19, but 
jumped 50% in the postwar depression of 1919-24?. Similarly, the 
great expansion of industry and trade after 1931 brought only 
modest gains to the working class beyond the living standard they 
had already achieved in the twenties. A major share of the growth 
in national product went into industrial capital formation and 
armament, or accrued to foreign consumers of Japanese goods 
through the deterioration in Japan’s terms of trade.^® 

Another consequence of the tendency to inflation, and the lax 
credit standards w’hich invited it, was a chronic waste of capital 
resources. If it made funds available for w^ealth-creating activities, 
it also diverted them all too easily into speculation and ill-con- 
sidered investment. It likewise relaxed the incentives ntl^crwisc pres- 
ent for technological improvements. 

IS On the other hand. Inflation tended to benefit peasants f?enera1Iy by llpfhtenlng 
the burden of farm debt and taxation. The deflation of 1881-85 worked great hard- 
ship on the small farmer, sharply increasinf; tenancy. Again, the depression of 
1929-32 threw millions of peasants into virtual bankruptcy. The incidence of Japan's 
monetary policie.s on the fortunes of various classe.s requires more study than can 
be given it here, and depend.s a good deal on the time ])eriod which i.s considered. 
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The experience of the J apanese, no less than that of other peoples, 
shows that a degree of adversity impels a businessman to efficiency 
more often than easy profits on a rising market. For example, the 
depression of 1881-85 put through the wringer many an enterprise 
tliat had musliroomed in tlie inflation of the seventies. Those that 
managed to survive gained in maturity and efficiency as a result. 
Again, after 192G the pressure of falling prices compelled various 
.Japanese industries to make sweeping improvements in their mana- 
gerial and technical operations. These gains explain in no small 
measure «Jaj)aii’s competitive successes in world markets during the 
thirties. Such periods were uncommon, however. Japanese business- 
men and their bankers were apt to prefer the feather bed of cheap 
credit to the spur of sagging profit margins. They contrived through 
most of the ])rewar decades to have their way. 

Meiji Taxation and Business Enterprise. A related field of State 
policy which hears importantly on economic development is taxation. 
This includes not only the scale and incidence of taxes levied by the 
government, but also the certainty with which they were collected, 
and ultimately the purposes for which they were used. 

Among the early Mei ji reforms none wxrc more important than 
those which reorganized and enlarged the public revenue. Taxes 
on commercial and industrial enterprise now acquired a degree of 
regularity and predictability unknown in pre-Restoration Japan. 
Probably they w^rc also lightened in the aggregate. In any case, 
arbitrary levies at the will of an arrogant political aristocracy be- 
came a tiling of the past, 

Initiallv, and for a generation or more, it was the pea.sant w’ho 
continued to bear the main load, as he had under the ancien regime. 
The land tax reform of 1873, in effect, replaced the feudal dues he had 
previously borne with a money tax based on the assessed value of 
land. For twenty-five years this tax provided the national govern- 
ment with its chief source of revenue. Until 1882, indeed, it fur- 
nished over 80%. Also, local surtaxes on land, together with n 
house tax, were the chief source of prefectural and village income. 
Thus taxes on real estate actually furnished over half of all na- 
tional and local revenue down to the turn of the century. 

In 1882 an ambitious program to build an Imperial Navy was 
laid down., Arms ex]iendiliire rose almost uninterruptedly for the 
next thirty years as .Tayian passed successfully through the wars 
with China and Russia. Meanwhile the traditional taxes on land 
and sake fell increasingly short of meeting the fiscal need, ^^hile 
borrowing heavily to finance its outlays, the central government was 
forced to cast about for other sources of current revenue. 

Surprisingly, as early as 1887 the Japanese imported from the 
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West the idea of a personal income tax. But the rate did not exceed 
3% even on incomes over 30,000 yen; its yield proved negligible. 
In 1896 the authorities added a general tax on business turnover 
and capital, and in 1905 even a modest inheritance tax. In 1899 
they also stiflFened the income tax somewhat, applying it for the 
first time to company income. At the insistence of the w^ealtliy House 
of Peers, however, bond interest and company profits were still 
exempted from the progressive rates of the personal income tax. 
They were taxed at only 2.0 and 2.5% respectively. Even then 
evasions were widespread.'* 

None of these early taxes on business income and property, ex- 
cepting those on real estate, was heavy enougli to yield much revenue. 
As late as 1913 they provided less than 15% of national tax col- 
lections. As a matter of fact, it was not until after World War I 
that the national levy on personal and corporate income came to 
yield much more than numerous petty stamp taxes on property 
transfers, patent medicines, legal documents, civil suits, etc. 

The sliift after 1893 in the structure of taxation, both national 
and local, is indicated broadly in Table 43. It was indirect taxes on 
consumer goods which largely financed the growing requirements 
of the national budget from 1880 to 1913. They took two forms: 
(a) excise taxes on liquor, sugar, soy, textiles, and a few other 
items, and (b) lucrative fiscal monopolies applied in 1898 and 1904 
on the sale of two widely used products — tobacco and salt. If it 
is assumed that one half of customs duties were also collected on 
imports of consumer goods, consumer taxes provided the bulk of 
national tax revenues over and above the; land tax. In 1893 their 
share w’as 79%; in 1903, 69%; and in 1913, 63%. Their incre- 
ment in money yield over tliis twenty-year period was almost double 
that of all national taxes on mcome, capital, and business en- 
terprise. 

Meanwhile local taxes had also grown apace, to pay for mounting 
outlays on education and public works. Prefectural and municipal 
governments financed themselves with a hodgepodge of levies. Some 
of them were surtaxes on national land, income, and business taxes. 
Others were of a local variety. They amounted in all to 40 to 50% as 
much as national taxes after the turn of the century. As the central 
government shifted increasingly to taxation of urban b'uSiness enter- 
prise, local land and household taxes bore wdth especial weight on 
the rural population. 

For example, in the war boom year of 1905-06, only eighty persons reported 
taxable Incomes of 50,000 to 100,000 yen, and only thirty persons incomes above 
100,000 yen. The actual number must have been much greater. Japan Year Book 
Office, The Japan Year Book, Tokyo, 1906, p. 240. 
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Table 43. Sources of National and Local Tax Revenue in 
Japan Proper, 1893-1933^ 



laos-oi 

191S-H 

1933-34 


Millions 
of yen 

Percent 

Millions 
of yen 

Percent 

Millions 
of yen 

Percent 

Total tax 

revenue 

107 

100,0 

660 

100.0 

1J567 

100,0 

National (including 
fiscal monopoly 
profits) 

(72) 


(470) 


(1,002) 


Prefcctiiral, munic- 
ipal, town, and 
village 

(35) 


(190) 


(566) 


Taxes on 
real e.statc** 

6G 

C1.4 

131 

19.8 

262 

18.0 

Taxe.s on 

consumption'' 

22 

20.4 

210 

31.9 

493 

31.5 

Taxes on 

income, capita], 
bu.sinc.s.s enter- 
prise'^ 

14 

% 

13.3 

24.5 

37.1 

678 

43.3 

Customs 

duties 

5 

4,8 

74 

11.2 

114 

7.3 

1 Data from Tmo Keizai Shimpo-sha, Nciji 

Taisho 

Zaisci Shoran 

, Tokyo, 

1927; Japan, 


Depiirtincnt of Financf, Pinnnrial and Economic Annual of Japan; and Bank of Japan, 
Economic Statistics of Japan, passim. The 'distribution bv tvpe of taxes is only approximate. 

National and local land taxe.s, y>Ius local house taxes. 

(‘(’hii.'fly national exci.se taxes on liquor, tobacco, and soy in 1893; national taxes on liquor, 
.supar, and textiles in 1013 and 1033; and net re\enue in the ficneral Budget from national 
fiscal monopolies on tobacco and salt. The tobacco monopoly replaced the tobacco excise 
tax in 1898. The salt monoyioly was adopted in lieu of a tax on salt in lOOi. Together with the 
less lucrative camphor monopol>, they yielded net rcsenuc of 69 million yen in 1913 and 179 
million yen in 1933 Certain minor taxes on consumption floods are excluded here, as well 
as all customs duties. 

*1 Taxes on personal, business, and household income; the national succession tax; rcgistra- 
tioii fees and stamp duties; and miscellaneous taxes on business enterprise in various fields. Ir 
apprepate yield tliese taxes were almost equallv divided between national and local taxes ir 
1913 and 19.3.3, National taxes in this cateporv totalled 4 million yen in 1893, 111 million in 1913 
and ;).3G million in 1933. 

The incidence of tlii.s entire Meiji system of taxes, national and 
local, on savings and consumption is highly conjectural. In view 
of the nature and wide dispersion of taxes, however, they must have 
come out of consumption in considerable degree, and from slender 
margins of income which would otherwise have been saved by small 
farmers and petty businessmen.** 

Horace Belshaw’s characterization of taxation in underdeveloped countries is 
applicable to Japan at this juncture: “In under-developed countries, the great 
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Tax Policy in the Interwar Years, The currents of Japanese 
liberalism and democracy which reached their full tide in the decade 
after World War I naturall}^ wrought certain changes in fiscal 
policy. 

With armament spending cut back from its wartime levels, the 
government displayed more willingness to appropriate funds for 
agricultural relief and other social expenditure. For example, it 
spent considerable sums after 1921 in the effort to stabilize the 
price of rice through buying and selling operations. It assumed 
new responsibilities for public health, sanitation, labor exchanges, 
etc. It also effected minor revisions in the tax system designed to 
lighten somewhat the burden on small incomes. In 1926-27 the 10% 
tax on cotton fabrics and certain other excise taxes were abolished; 
the minimum exemptions from the income and inheritance taxes 
were raised ; a special levy of 2% was imposed on interest from 
capital; and very small farm proprietors were freed from the land 
tax. The old business tax of 1896, imposed with little regard to 
ability to pay, was replaced by a tax of 2.6 to 8.6^’^ on the net 
profits of companies and individual proprietors (in excess of 400 
yen). 

Yet, when it came to public expenditures, the Diets of this 
period displayed less interest in relieving agricultural distress or 
urban poverty than in appropriating huge funds to support the 
capital structures of the big hanks and industrial concerns. Such 
institutions were apt to be closely affiliated with the political parties. 
This helped them to secure generous assistance from tlie public 
treasury in time of financial stress, as previously observed. 

Tinkering with the tax structure likewise effected no basic change 
in .social policy. It is significant that indirect taxes continued to 
supply 40% or more of the total national revenue, if monopoly 
profits on tobacco and salt are included. They weighed most heavily 
on the wage and salaried classes of the cities. In fact, so far as the 
city worker was concerned, they now offset the earlier discriminalion 
against the farmer through the system of direct taxation.’* The 

relative importanee of .suKsistenre production and the relative .small cn**}! incomes 
amonpr a lar^re proportion of the people reduce the proportion of government revenue 
derived from direct taxation and increase that levied on ohiects wl^lch can be seen 
or transactions which can be interrupted. The cost of collection tends to be high 
and asse.ssments tend to be more arbitrary. There i.s more scope for discrimination, 
and taxation tends to be heavily regressive. These conditions, together with com- 
paratively immature fiscal admini.strations not only press heavily on living standards 
but also cause the fiscal systems to lack resiliency,” ‘‘Economic Development in 
Asia, A Preliminary Approach,” Eronomia Jntfrnazionah, vol. v, no. 4, November 
19.’;2, pp. 24-25. 

Hloye Ouchi, “Tax Burden on Salaried Men and Farmers as Revealed by the 
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small or medium-size business proprietor was still at an advantage, 
however. A 1929 study showed that his direct taxes were only half 
as high in relation to his income as those of the farmer in the same 
income bracket. This was about the same differential as had pre- 
vailed twenty years earlier. (See above, page 26.) 

Large personal and corporate incomes continued to be subject 
to only mildly progressive levies until after 19^7. The income tax 
had first gained importance during World War I. In the years 
which followed, it came to provide as much as 20% of national tax 
revenue. Under the revised law of 1920, in fact, rates were raised 
as In'gh as 36% on incomes over 4 million jxti. But virtually all 
interest, and 40% of corporate dividends and bonuses, were still 
immune from the progressive rates of the personal income tax. In- 
terest (except the yield on national and savings bonds, which was 
entirely exempt) was separately taxed at only 4 to 5%. Applied to 
corporate profits, the basic rate was only 5%. Surtaxes on excess 
profits raised it no higher than 10% even when a firm made 30% on 
its invested capital. Moreciyer, loopholes and evasions were wide- 
s]^read, as a result of lax enforcement and fictitious bookkeeping. 
Wliatever tlie legal rates, the taxes paid by Japanese corporations 
and well-to-do individuals always depended in no small degree on a 
jirocess of individual negotiation, in which political influence and 
financial bargaining power carried a good deal of weight. 

As late as 1933 all national taxes on personal income, business 
profits, and interest still yielded little more than the liquor tax 
alone (209 million yon). They provided less than half as much 
as all excise taxes plus fiscal monopoly revenue. IVIeanwhile, real 
estate and household taxes continued to be widely borne by the popu- 
lation ; consumpiion taxes were heavily regressive; and various local 
and national taxes on business activity of different kinds had a broad 
incidence u]>on millions of small industrialists, tradesmen, and pro- 
fessional people. It was Jean-Baptiste Colbert, something of an ex- 
pert in fiscal matters, who once remarked that “the art of taxation 
consists in plucking the largest amount of feathers with the least 
possible amount of hissing.” 

Looking back over the period as a w^hole, one may conclude that 
tlic over-all byirden of taxation on the Japanese economy was kept 
at fairly moderate levels. Through the interwar period it ranged 
between 10% and 15% of the national income.'" Karlier it may have 

Oflirial Snrvrv of Thrip I.ivinps,” fiitlfpfin dc t'lnatitut Inti runfionnl de Statiati(fue^ 
vol. x\v, part 2, Tokyo, 1931, pp. 372-92. 

For details on the vears nher 1930 see Chotnro Takahashi, “The Income Tax 
Hurden; A Japanese F.xperiment,” The .4nnah of Hitotsuhaahi ^■Icadewy, no. 1. 
October I9S0. pp. 61-68. 
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been higher, though probably not very much so. This ratio com- 
pared favorably with that prevailing in the United States at the 
time; it was well below that in many European countries. But 
it was kept at this level only by rigid economy in nonmilitary ex- 
penditure. It still represent^ a much heavier burden in reality for 
a people as poor as the Japanese, especially in view of the limited 
civilian services which they got in return. 

The power to tax and spend was never used liberally by prewar 
Japanese governments as an engine for the more equitable distribu- 
tion of wealth. As in most countries, the tax structure grew by 
the addition of layer on layer of miscellaneous imposts, with the 
development of new needs and potential sources of revenue. In the 
first decades, to repeat, the agriculturist carried the burden. Around 
the turn of the century this was shifted in increasing degree to the 
general public through consumption taxes. Only following World 
War I did corporate enterprise assume a major share of the load. 
After forty years of industrial progress the distribution by source 
of Japanese tax income as given in the table above was taking on 
the pattern shared by most industrial nations. Even then large 
property incomes continued to receive lenient treatment both in law 
and administration, particularly if they were derived from non- 
agricultural pursuits. Not until the tax reform of 1940, forced by 
the exigencies of war, was the whole system overhauled and the 
income tax put to work as an effective revenue instrument.^* 

i«Thc structure of taxation in Japan in 1933-34, ns piven In Table 43, is com- 
pared with the structures in several European countries in the table below. The 
figures for the latter arc rouphly comparable, except that wherever po.s';lble cus- 
toms duties on consumer poods are included under consumption taxes, whereas this 
Is not done in the case of Japan. .State revenue from public enterprise is excluded 
throughout, except for the surplus of fiscal monopolies, which i.s classed with 
taxes on consumption. European dnia are taken from “Changes in the Structure 
of Taxation in Europe,” United Nations, Economic BuUeiin for Europe^ vol. 2, 
no. 3, third quarter, 1950, pp. 5ri-80. 




PEaCEXT OF TAX RFVrXrF PSOVIDFD IN : 


Japan 

United Kinqdom 

Sweden 

Italy 

TYPE or TAX 

{J9.ri-S4) 

(1928-t9) 

{19S8-S9) 

{19S8-t9) 

Real estate 

18 

22 

R 

9 

Consumption 

Income, capital, and busi- 

32 

30 

26 

40 

ness enterprise 

43 

46 

64 . 

44 

Foreign trade 

7 

1 

12 

7 


One major difference between Japan and most countries of Western Europe (ex- 
cept France) at this time was that nearly half of central government taxes on “in- 
come, capital, and business enterfirise” in Japan came from numerous small regi.s- 
tration fees and stamp duties on property transfers, legal documents, etc., while 
in the latter countries they consisted largely of graduated taxes on personal In- 
comes, inheritance, and corporate profUs. The share of consumption taxes in Japan 
would be somewhat higher if customs duties on consumer imports were included. 
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In fairness one further observation should be made. A major ob- 
stacle to the national development of many Asiatic countries today 
is the refusal of their wealthy, propertied classes who hold political 
power either to pay taxes or to venture large savings in new enter- 
prise. Plans for industrialization, land improvement, or educational 
reform in Iran and in the postwar Philippines, for example, have 
been crippled by inadequate tax revenues and private savings, 
without w'hich foreign assistance can do little. Japan’s prewar fiscal 
system, like her distribution of wealth and income, was highly un- 
democratic, judged by the liberal standard of modern times. Yet, 
just as the well-to-do class contributed aggressively to capital forma- 
tion, so it was led by a mixture of coercion and consent to provide 
increasingly for the revenue requirements of the State. 

Many circumstances enter into such differences. Clearly one of 
the most important was that modern Japan did not carry over into 
post-Restoration times a class of large land-owning families with an 
interest mainly in perpetuating the status quo^ and the power to do 
so. Nor, on the other liand, was her process of modernization one 
in w’hich the restructuring 6f values and political pow*er took place at 
the center without much impact on the traditional outlook or the 
independence of masses of small gentry dominating the towns and 
the countryside. The very significance of the Restoration was that 
the keys to power jiassed largely to bureaucratic and mercantile 
interests Avith quite other purposes, and with the opportunity and 
capacity increasingly to give effect to them on a national scale. A 
look at the problem of economic development elsewhere only con- 
firms the belief that in taxation as in many other matters this fact 
w'as crucial for Japan’s subsequent economic grow^th.” 

Tax Discrimination and Subsidies. The reader w^ill observe that 
attention has been centered on the general structure of Japanese 
taxation, rather than tax discrimination in favor of particular in- 
dustries. Tax immunities continued to be granted occasionally, as 
a rule for a limited period of years. Their chief purpose w^as to 
attract capital into desired fields of activity. Even as late as 1932, 
for example, a private concern might secure certain reductions or 
rebates in taxes if it engaged in mining or smelting iron, gold, 
silver, or lead; in overseas fishing; in reclaiming arable land; in 
operating a. savings bank ; or in exporting various products such 
as textile fabrics and refined sugar. But this practice appears to 

This is not to say that tax evasion was not fairly systematic and widespread. 
One recRiIs the charge, only half- humorous, that a Japanese corporation keeps three 
sets of books; one for the company itself; a second for the tax collector; and, when 
this is rejected, a third to be produced apologeticaliy as the “true” picture. Never- 
theless, by comparison with other countries in Asia, and many in the West, the 
Japanese record in such matters stands up surprisingly well. 
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have been employed rather sparingly as a device for industrial 
promotion.*® The most important form of long-sustained discrimina- 
tion as among industrial fields was the system of tariff duties on 
imports, which was highly discriminatory in its benefits. (Sec below.) 
Of a wider significance for the general growth of Japanese industry 
was the provision of a broad system of taxes which was fairly cer- 
tain and impersonal in its administration — at least by Oriental 
standards — and which sought to minimize the deterrents to large- 
scale capital accumulation and business enterprise. 

Much the same thing may be said of government subsidies to 
foster particular types of private enterprise. “Subsidy” is a word 
which can be defined broadly or narrowly. It applies to some of the 
funds made available by the Japanese government to the special 
banks, though these banks relied largely on private sources of funds 
except as the State came to their rescue in time of emergency. There 
was a considerable element of subsidy in the buying of Japanese 
products by government agencies in preference to imported goods. 
Expenditure on ports, highways, industrial research, and technical 
education had the character of public assistance to private enter- 
prise. Still more was this true of the 185 million yen spent in the 
none too successful attempt to stabilize the price of rice from 1021 
to 1932 through the buying and selling operations of the official 
Japan Rice Company. 

In the more limited sphere of direct financial aid to nonagri- 
cultural enterprise, subsidies were used only sparingly through most 
of the prewar period. The outstanding case of subsidization was 
that of the shipping industry, wdiich oned its early development and 
modernization to continuous subvention by the Japanese govern- 
ment. (See below.) Similarly, public grants and guarantees were 
employed to attract private capital into sugar refining, iron and 
steel manufacture, and the production of dyestuffs and other chem- 
icals — the latter after British and American supplies were cut off 
during World War I. But these were rather exceptional. Until 
the practice of subsidy was generalized widely in the war econornv 
of the late thirties, this type of aid was limited in scope and usually 
confined to a short period of years. It was much less important for 
Japanese industry as a whole than the broad foundation of credit 
and taxation provided by the State.*^ 

2® Tax exemptions and rebates were given more Inrgelv for other purposes. Tn- 
fstances arc the lax immunity of the Imperial Household Trensiirv; the exemption 
of very small farm proprietors and businessmen from the land nnd business profits 
taxes after 1926; various exemptions granted to public bodies, foreign diplomats, and 
the military; the exemption of interest on national bonds from the income tax; etc. 

2^ In the polemics over Japanese trade competition during the early thirties much 
was made of governmental subsidy as a factor in the cheapness of Japanese goods 
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Economic Foreign Policies 

A national framework of political order and legal security, the 
direct pioneering of the industrial arts, public education, the ex- 
pansion of money and credit, a tax structure favorable to large 
business enterprise yet meeting the essential requirements of the 
State — these were some of the ways in which the Japanese govern- 
ment fostered industrial progress through the decades after 1868 . 

The search for economic opportunity abroad was another broad 
area of State initiativer and action. In its widest sense this includes 
all governmental policies directly affecting the movement of goods, 
ideas, capital, or persons across the national frontiers. In Japan 
as in all nations such activities linking the national economy with 
the outside world were a special concern of the State. For her these 
concerns were heightened by unusual dependence upon imports of 
teclmology and goods; also by the political insecurities of an island 
nation and the imperial ambitions of her rulers. 

To review systematically all aspects of economic foreign policy 
at this point would repeat much that has been said in foregoing 
chapters. Instead, this section is focussed primarily on trade and 
tariff policies, shipping, and the broad significance of the overseas 
empire in the country’s economic development. Before proceeding 
to tlicse matters, however, one should note other facets of economic 
foreign policy largely omitted here. 

First, the State naturally assumed major responsibility for 
creating the institutional framework of international economic con- 
tacts. Apart from diplomatic intercourse, the protection of persons 
and property, postal and cable communications, and other such 
routine functions, this involved particularly the creation and man- 
agement of mechanisms relating Japan’s financial system with 
world money markets. One of the most strategic sectors of govern- 

.sohj fibrottd. Actually, direct subsidies to economic enterprise were far smaller 
than in the Ignited States or many other countries at the time. The followinjr sum- 
mary of grants by the central government (local subsidies were largely for agricul- 
ture) i.s prepared from a table presented by G. C. Allen in K. B. Schumpeter, ed.. 
The Jnduttrialization of Japan and Manchukuo, J9it0-40, New York, 1940, p. 734: 

Average Annual Grants by the Central Government. lOftl-SS 
(thousands of yen) 


Agriculture 

C7,.386 

Railways 

8,456 

Trade 

1,462 

Shipping and shipbuilding 

12,311 

Industry and mining 

6,202 

Air services 

1,847 

Migration 

4,568 

Other 

8,603 



Total 

95,831 


Over half of these subsidies were for agricultural public works and relief. Transport 
took most of the remainder. The grants to industry and mining went mostly to 
encourage the oil, iron, automotive, and chemical industries. 
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ment influence on economic development was clearly in the field of 
currency standards, foreign exchange, and banking operations con- 
ducted on behalf of State agencies or private enterprise. Previous 
chapters of this volume have narrated briefly Japan's early experi- 
ments with paper and bimetallism; the adoption of the gold standard 
in 1897 ; the development of the Bank of Japan and Yokohama 
Specie Bank to handle foreign banking operations; and the se- 
quence of events which followed each other through the ex])ansionist 
years after the turn of the century, the export boom of 1914-19, 
the troubled twenties, and the episode of currency depreciation 
which closed the prewar era. Enough has been said at least to high- 
light the principal phases of Japan's international financial history, 
and the institutional structure within which economic growth 
proceeded. 

Second, the importance of technological borrowing from the 
West as a catalyst of industrial development has been emphasized. 
In Chapter 6 various as])ccts and channels of this borroA^ing have 
been noted. Here, too, the initiative of the State played a crucial 
role in the learning process during the early years, just as a half 
century later the hostility which it aroused abroad over its aggres- 
sion in China served to choke off the stream of foreign borrowing 
through a decade of conflict and disorder. 

Third, the migration of capital and labor across Japan's frontiers 
has been in some degree a substitute for merchandise trade, as a way 
of taking advantage of the resources and opjmrtunities of the out- 
side world. TJttle has been said in this study concerning movements 
of labor in and out of the country except to make clear their 
limited j)roportions. The extensive migration of Japanese business- 
men, professionals, and other w’hite-collar workers to Empire ter- 
ritories aiifl C'hina was ckxsely’ associated, of course, with the over- 
seas activities of the Japanese government and its armed forces. It 
had much to do witli the growth of colonial trade. Otherwise it was 
more significant for Japan’s political expansion in Asia than the 
over-all growth ol her economy. (See above, pages 157-58 and 4Gfi.) 

As for capital movements to and from Japan, there is no need 
to repeat here the analysis of Chapter 5. Foreign business invest- 
ment in the Japanese islands was discouraged by the Mei ji govern- 
ments during the early decades because of its political risks. After 
the turn of the century it developed in a limited fashion, chiefly in 
the engineering, metallurgical, and electric ])f)wer industries. Fi- 
nancially it amounted to little, though it helped to bring in ad- 
vanced industrial technology. A more extensive counterflow of 
Japanese business capital to surrounding territories grew up in 
connection with the spread of Japanese trade and business enter- 
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prise. In the main, however, Japan probably would not have ex- 
ported capital in any considerable amounts had it not been for 
State protection and encouragement in areas under heavy Japanese 
influence or control. Finally, the government played a paramount 
role in Japan’s one venture in large-scale borrowing of rentier 
capital from the West. From 1897 to 1913 some 2 billion yen of 
loans were floated in Western money markets, largely on the credit 
of the State. The increased resources thus temporarily made availa- 
ble in the form of imports tided the country through a critical period 
of heavy war expenditure and capital formation. (See above, pages 
253ff.) 

Trade and Multilateralism. In the realm of overseas trade the 
State from the beginning gave active assistance to Japanese busi- 
nessmen in search of trading opportunities. In part this took the 
conventional forms of exf)ort promotion wherever markets could 
be found for the growing range of Japanese manufactures. FLxport 
industries w’hich could pay for necessary imports were an early 
and continuing concern of the government. Especially in the forma- 
tive years it took an active hand in the study and development of 
foreign trade techniques, in exhibiting Japanese products abroad 
at expositions, and in tlic formation of chambers of commerce and 
commodity guilds for cooperative activity in this field. It also pro- 
vided indispensable facilities. It created bureaus to inspect and 
certify the quality of export goods like tea and habutai silk. It 
established tlie Yokohama Specie Bank in 1880, and developed it 
as the chief source of funds for financing Japanese trade. It handed 
out generous subsidies year after year to develop and modernize 
the Japanese mercliant marine as an important support to com- 
mercial as well as military expansion. And it proceeded, almost at 
once, to begin the conquest of a colonial empire wdthin which Japa- 
nese businessmen were given more or less exclusive privileges of 
trade and investment. 

Yet the most important contribution of the State to Japan’s 
industrial growth in this whole realm of economic foreign policy 
was a negative one, in a sense. First by compulsion but later by 
voluntary clioice, the Japanese government long adhered to the 
yirinciple of multilateral, nondiscriminatory trade in her foreign 
(non-Empire) commerce. 

The special value for Japan of tliis system of commerce was 
emphasized in Chapter 7. Fortunately it prevailed generally through 
tlie world during the first linlf century of her industrialization. As 
her industries grew' she soon became heavily dependent on materials 
and equipment purchased all over the globe, and paid for likew'ise 
by exports to both Asia and the West. During 1929-30, for ex- 
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ample, she had a credit surplus of as much as 175 million yen in 
trade with the United States, and 143 million yen in trade with 
China (including Hongkong and the Kwantung Leased Territory). 
Over half of her entire exports had long gone to these two countries 
alone. Surplus credits here enabled her to finance unfavorable trade 
balances of 233 million yen in Europe, 123 million yen in the rest 
of Asia, and similar deficits in other parts of the world where she 
bought industrial materials. 

Japan was thus able to buy in the cheapest markets and to sell 
wherever she could get the l)est price. Her trade was somewhat 
limited by tariffs, her own included. But it was comj)arativcly free 
of national discrimination and almost entirely unhampered by 
quantitative controls before 1933 The bilateral balances which de- 
veloped were readily cleared in the world’s money markets, within 
the limit of her total earnings and borrowings abroad. 

During the first thirty years of her modernization, the principles 
of multilateralism and most-favored-nation treatment were forced 
upon Japan, in any case, by the treaties dictated by the foreign 
Powers in 1858. After winning her tariff freedom in 1899 she con- 
tinued to adhere to them (except for the preferential position given 
her own colonies, and certain conventional tariff rates still bound 
by commercial treaties). In the general tariff revision of 1911 she 
adopted a single-line autonomous tariff. Apart from Imperial pref- 
erence, equal treatment was extended to all countries with which 
she concluded most-favored-nation treaties. I.ittle or no attempt was 
made to use the tariff as a bargaining weapon to force conc(*ssions 
from other countries. In return Japari cn joyed corresponding ad- 
vantages throughout most of the trading world. 

Only after 1933 did she begin to deviate importantly from these 
principles in dealings w’ith foreign countries. Partly, of course, she 
was forced into bilateral bargaining and trade regulation by the 
spread of import quotas, import licensing, and tariff discrimination 
against Japanese goods all over the world. It was Ja)>an herself, 
however, who contributed much to the revival of nationalism and 
violence which broke down the international economic order. The 
flooding of certain markets wdth cheap Japanese wares, after the 
yen fell from 49 cents to 29.4 cents, w'as bound to invite defensive 
barriers in countries ridden with depression and unemployment. Only 
belatedly did the Japanese government move to ward off the danger 
by encouraging export associations to undertake voluntary restric- 
tions and price fixing on various export items. In 1934, under the 
Trade Protection Law, it also armed itself with pow'er to retaliate 
against countries practicing discrimination. This power was soon 
used in trade disputes with Australia and Canada. 
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Meanwhile, far greater difficulties developed as the Japanese mili- 
tarists pushed ahead with their plan to conquer and develop a self- 
contained “Coprosperity Sphere” in Asia. Little regard was shown 
for its consequences elsewhere. Among these consequences after 
1937 were unrestrained inflation at home, a speedy crisis in the 
balance of payments, and the steady decline of civilian industry 
under the network of controls fastened upon industry and trade. 
Such a program of conquest — indeed, the whole bloc system of 
trade — was the antithesis of the type of economic foreign relations 
which liad built the Japanese economy. It soon led to its destruction. 

Q^icHt for Empire, l^ong before, of course, Japan had embarked 
on a course of empire of which the Pacific war was perhaps the in- 
evitable outcome. 

As quickly as the new' Meiji regime consolidated its position at 
home, and even before, its leaders began to experimeht with force 
and diplomacy to extend the political frontiers of Japan. Through 
military victories over Cliina and Russia, combined with adroit ex- 
ploitation of rivalries among the other Powers, the Japanese won 
step by step an Empire of substantial dimensions. Already by 1910 
the colon ic‘s nearly equalled the area of the home islands themselves. 
The growth of armament which accompanied the process, and the 
strategic gains which it conferred, enabled Japan a decade later to 
emerge from the Washington C'oiiference as the predominant naval 
power of the western Pacific. 

Formosa, Korea, southern Sakhalin, and other lesser acquisitions 
were developed as sources of food and raw materials. In return for 
rice, sugar, fish, and lumber, and coal, phosphates, and a few other 
minerals they took limited amovints of Japanese cotton goods and 
other manufactures. They accounted for 10% of the overseas trade of 
the home islands in 1911-13; and about 207r in 1928 30. The Kwan- 
tung Incased Territory became the base for exploiting the coal and 
iron resources of Manchuria under the aegis of the semiofficial 
South Manchuria Railway. In 1930, for example, Manchuria sup- 
plied about 09 ^' (and Korea 8%) of Japan’s total supplies of iron 
and steel materials of all sorts (Fe con^^ent), domestic and im- 
ported. Later, following tlie seizure of tlie whole territory in 1931- 
32, a tremendous investment was poured into the area in the hope 
of developing a great complex of basic industries secure from the 
hazards of foreign embargo or military blockade. Meanw’hile, in 
China south of the Great Wall, Japanese businessmen wTnt ag- 
gressively after trading and investment opportunities, using and 
being used by their government to create a politico-economic stake 
of growing proportions. “■ 

One illu.strati'Mi mny l»e selected at random. In 193.S China used her newly won 
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The quest for empire in East Asia was impelled by no single mo- 
tive, except as most Japanese were indoctrinated in varying de- 
grees with a mystical faith in the Imperial Destiny. It drew support 
from various interest groups and for differing reasons. Its momen- 
tum and direction reflected the political struggle at home, as well 
as the resistance it met abroad. Economic gain was clearly one of 
the incentives — the one most frequently cited in justification after 
1905. The world had to accustom itself to steady complaints of pojni- 
lation pressure and poverty of resources in apology for blatant en- 
croachments by the Japanese on their neighbors.” 

As usual in the folklore of imperialism, so interwined were con- 
siderations of military power, economic advantage, national prestige, 
and ‘‘moral obligation” that even the honest testimony of the makers 
of Japanese policy is an unreliable guide to the facts. Nor docs 
an objective analysis of tlie real interests at stake give one ready 
answers. David Hume once remarked that “though men be much 
governed by interest, yet even interest itself, and all human affairs, 
are entirely governed by opinion.’*^ 

Here was an area of State action, then, in which few opportuni- 
ties were let slip. It is significant that the ])ropcnsity for military 
expansion appeared as early as the seventies. This was long before 
industrialization had created any serious need for Asiatic markets 
or materials. Yet Japanese businessmen, while more prudent than 
their military compatriots, and more realistic about the economics 
of imperialism, were quick to exploit if not to create the op])ortuni- 
ties which came their way. They w'cre the more responsive when 
their government was prepared to underwrite the risk, as w'as not 
infrequently the case. 

Economic inqicrialism thus became the handmaid of military ag- 
gression. P^orce, diplornncv, investment, trade, and migration were 
all employed in combination. They worked together for the greater 


tariff autonnmv to nnn inner n new t.'iriff srhrdulr. with strontrer protrrlivr features. 
Jat^ancNe diiilonnil*. unri hnsinessmen |>roni|>tlv nwide vigorous protests. Whether by 
rolneidenec or otherwise, the .Tapanese povernnient .soon made new demands on 
North China, prc.s.sed a fresh demand for repavinent of the Ni.shihnra loans, and 
dLspatched f'linboat.s iind eruisers to Nanking in conneetum with nn incident in- 
volving a Japanese viee-e(»nsiil. When the new ('hinese turiff wos promulgated In 
1934 it was found to reduce or le.ive unchanged miiny rates on imports of cotton 
goods and other items coming miiinly from Japan, while raising them more gen- 
erally in other eategorie.s. Meanwhile Chinn’s eii.stonis revenue in the north was 
being drastically reduced by liuge smuggling operations e(tiinivrd at by the J.'*panese 
authorities. 

23 “In Japan, as in Europe, increase of popiilnfion was taken ns nn index of 
political power, und sugge.sted expansion; Inter, when the limits of Japan’s produc- 
tive rapacity became apparent, the pojmlation pressure .served ns the final reason 
for Ju.stifying anv, even the boldest, venture” Emil [.ederer, “Japan in World 
Economies,” Social Renearrh^ vol. 4, no. I, February 1937, ]», 30. 
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glory of the emperor — for a while — and incidentally for the enrich- 
ment of certain business interests. The taxpayer patiently footed 
the bill. 

It was only after lOTl, with the conquest of Manchuria, that the 
Empire began to assume a major place in the total sphere of Japa- 
nese economic enterprise. The subject territories now acquired in- 
creasing prominence as an ai ea of Japanese investment, trade, and 
wliite-collar employment. The focus of this overseas development 
was, of course, the new state of Manchukuo. The Kwantung Army 
took the initiative. Ambitious programs were set in motion to de- 
velop railways and ports; coal, iron, and light metals; hydroelectric 
resources, farm lands, and forests. Even cotton cultivation found 
its place among the five-year plans. Before the “Incident” Japa- 
nese investment in Manchuria was valued at 1,700 million yen, 
nearly half of it in the securities of the South Manchuria Railway 
C'ompany and its subsidiaries.** This sum more than doubled during 
the next seven years,** reaching 3,600 million yen at the end of 
1938. Investments in NorHi China had risen meantime to about 
600 million yen.** How much w'ent simultaneously into Korea, For- 
mosa, and the other colonies, or was accun.ulated out of existing 
enterprise there, is not known. (See above, page 261.) One estimate 
})iits tile net return of profits and interest from Korea and Formosa 
to Japan at 213 million yen a year from 1936 to 1939.” 

Meanwhile the Empire served as an expanding job frontier, 
esjiecially for white-collar workers. It attracted hundreds of thou- 
sands of Japanese males into civilian employment overseas, not to 
mention the soldiers required to garrison it and prepare for its 

The I’\»rcifrn Affairs Association of .lapan, Thv Japan Y tar Book, J939~40t 
Tokwi, 19US, 1007. In the rest of China (includinft Ilongkonp) Japanese business 

inxestmeiits ciinu* tn only ahout 050 million yen. Nearly 30'"* consisted of textile 
mills, by which Japanese textile interests covered themselves to some extent against 
the I0.SS of exports occasioned by develoj>ing Chinese com|>etition in the cheaper 
KKules of yarn and piece goods See C. F. Remer, Foreiffn InvestnitnCs in China, 
New York, 1933, pp. 470-95. 

'J'he Japanese govennnenrs Bureau of Manchukuo Affairs e.stimated new 
Jajuinese investment in Manchuria at 1,950 million yen from 1932 through 1938. 
Oriental Economist^ vol vii, no. 3, March 1940, p 153. There are various ambiguities 
m the figures, particularly as a measure of the outflow of capital from Japan 
Proper. Some funds originated locally, and <»thers were never actually remitted as 
nioney balances <ir goods. 

‘•’According to a study of the South Manchuria Railway Company, translated and 
])uhlished by tbe Secretariat, Institute of Pacific Relations, Industrial Japan, New 
York, 1941, p. 215. Another estimate, by Hiroshi Higuehi, ]nits total Japanese in- 
vestment in China Proper at 1,570 millhtn yen on neeeinher 31, 1936, of which direct 
financing of biisine.ss enterprise accounted for 840 million yen. Contemporary Opinions 
an f'urrrnt Topics, no. 371, March 6, 1941, p. 4. 

ll.S. Department of State, The Place of Foreign Trade in the Japanese Econo~ 
my, 'Washington, 1946, vol. 11 , pp. 122-23. 



^S6 THE STATE AND ECONOMIC ENTERPRISE 

further extension. The grandiose scheme of the Overseas Ministry 
to colonize Manchuria with a million Japanese families never got 
beyond the experimental stage. By 1938, however, the Japanese 
population resident in all the overseas territories numbered almost 
2 million people, of whom 600,000 had flocked to Manchuria.*^ 
Most of them were in business and professional pursuits. 

Japan’s external trade likewise reflected the boom in Pmipire 
areas. Korea, Formosa, and Manchuria absorbed 37 9^ of her entire 
exports from 1933 to 1937. Largely they were cotton textiles, food- 
stuffs, chemicals, paper, and miscellaneous consumer wares. F’or 
the first time an important export outlet was also provided for 
Japanese iron and steel products, machinery, vehicles, and electrical 
goods. Construction activity in these areas, stimulated by interna] 
inflation and by capital imports from Japan, reinforced the rapid 
development already taking place in Japanese heavy industry. 
Wherever political domination was secured, Japanese industrialists 
and traders automatically won a preferential position. Shl]>ping 
companies enjoyed a virtual monopoly of intra-Eni])ire trade. Kven 
where political control Mas less than complete, /orrr 7uajcurr might 
be employed to seize commercial or investment opportunities, as in 
the brazen, organized smuggling which Mxnt on in North China dur- 
ing 1933-37 under the euphemism of “special trade.” 

Some 299^ of Japan’s imports of goods Mere likeM'isc furnished 
by Korea, Manchuria, and Formosa in the mid-thirties. The colonies 
had long been the chief source of her food im}>orts. I'^rorn them slu* 
now dreM' almost a quarter of her entire food supply Most im 
portant, the Empire furnished 15 lo 20^/f of her total domestic and 
imported .supply of rice, 759^ of her sugar, and 12^" of her fats 
and oils (mainly Korean fish oils and Manchurian beans). Here 
Japan also got 129^ of her iron and steel suj)])lies (in Fe eontent) 
and 109^ of her coal. Karafuto mas the source of about one fifth 
of her lumber and pulpMood. The list could be extended to include 
useful amiuints of salt, phosphates, nonferrous metals, and mariA 
other minor items. (See Chapter 7.) 

The truth is, hoMcver, that despite industrious efforts Japan 
Mas never able to satisfy from Empire .sources, even including IMan- 
churia, her chief overseas requirements for textile, fibers, metals, 
petroleum, and fertilizers. In 1936 all the dependent areas togetlier 
furnished no more than 159^ of her total imports of industrial nia' 
terials. And they supplied as much sugar and rice as they did only 

Imperial Cabinet, Bureau of Statistics, Nippon Teikoku Tokri Srnkon^ no. .W. 
Tokyo, 1939, pp. G-7, 60-61. 

In brown rirr equivalent. U.S. Department of State, Jnpnn’n Food, Ttex'frou*' 
and Tohnrro Po»Hwn, Washington, 1949, tables 1-3. 
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because the Japanese government imposed discriminatory tariffs on 
purchases elsewhere. This is not to deny the natural wealth of these 
regions. For example, 40% of the Empire’s prewar coal reserves 
were located in Manchuria, and another 14% in Karafuto and 
Korea. Nor can it be questioned that the opportunity afforded by 
conquest enabled Japanese enterprise to develop these resources and 
tie them into the economy of the home islands on a scale that would 
otherwise have been impossible. The real economic issue, putting 
aside moral considerations, is whether the gains were commensurate 
with the political risks and financial outlays which were the over- 
head of this pattern of overseas development. 

Any such balance sheet of the economic gains and losses to Japan 
from imperial expansion is virtually impossible to construct. This 
is true even of the more modest Empire with which her Army and 
Navy were forced to content themselves before 1931. ‘Still more is 
it true of Manchuria and the war in China. The bare facts of Japa- 
nese trade, investment, and employment in the colonies tell little 
of the real impact of political imperialism on her economic growth. 
They only describe the dc facto dependence of the home islands on 
the Empire economy. They leave one to guess what commerce and 
enterprise might have developed in the absence of political control, 
or w'hetlier more })roductive employment for Japanese resources 
might not have been found elsew’here. 

Much of the investment and trade in the Empire was beneficial 
economically to both the Japanese and the indigenous peoples. But 
some would have grown uj) anyway. And a good deal clearly repre- 
sented a diversion of resources from more profitable channels through 
State subsidy, preferential tariffs, and coercion. Probably, equiva- 
lenf supplies of Japanese-type rice could not have been developed 
elscw'herc on as favorable terms; perhaps this is also true of coal, 
lumber, fish, and other products. The calculation of benefit would 
depend on how much of the over-all cost of the colonial establish- 
ment one threw into the balance. Certainly Japan’s major trading 
stake lay in multilateral w’orld trade. Her economic interest argued 
for combatting the rise of economic nationalism, not contributing 
to its spread. 

Follow'ing armed conquest, of course, rich assets in the form of 
mines, raih-oads, factories, and trading opportunities could be gained 
by outright seizAire. The Japanese are not the only people to show 
that this can sometimes be a lucrative business even in the complex 
w’orld of modern industry. But how balance such short-term gains 
against the prolonged military effort involved in winning an empire? 
Or the losses to legitimate trade and investment which came from 
antagonizing first the neighboring peoples of East Asia and finally 
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the rest of the world.^'^ If the logical outcome was to spread war 
and destruction through China, and then through the entire Far 
East, as indeed it was, then the verdict seems clear. 

Very likely the whole program of empire building by prewar 
Japanese governments contributed bttlc to the secular growth of 
the country’s productive powers before 1938. Such contributions as 
it made probably consisted chiefly in the general stimulus given to 
industrialization by war and armament expenditure, noted earlier. 
For this purpose government borrowing and spending alone, how- 
ever, might better have been directed along more productive lines. 
Mainly empire building increased national power, not economic 
well-being. It was probably so intended by those military leaders 
blessed with economic sophistication — were there any.^ One finds 
it difficult to see what economic gains accrued which were sub- 
stantial enough to offset the costs, even if no great war had re- 
sulted in the end. Like Germany before 1914, Japan probably 
profited a good deal more from gaining access to the markets and 
materials of other colonial empires (especially the British) without 
having to shoulder the cost of developing and administering them.** 

The Manchurian adventure in particular needs closer study, even 
to see what its value was ultimately for Japan's war effort. Such 
economic gains as it brought in the meantime were probably con- 
fined largely to the fillip given Japanese heavy industry by rising 
State expenditure and private investment. But so far as this was 
desirable it could have been achieved in other and more productive 
ways, as remarked above. It represented in good part a tremendous 
effort to build a military base on the continent which would be 
securely under the control of the Army and which would free 
Japan from dependence on foreign supplies of essential w'ar ma- 
terials. Much of the invcstnient was questionable on economic 
grounds, and would have lieen even if she had managed to retain 
possession.*" As it turned out, it w^as lost to the last j)enny, along 

30 Chinese boycotts of Japanese goods occurred sporadically from 1915 on, mainly 
as a political protest against military aggression. After the Manchurian “Incident" 
they became really serious. Japan's share of Chinese imports had risen from 14% 
in 1904 to about 25% in the mid-twenties. From there is dropped to 14';r in 1932, 
in good measure because of the boycott. ^C. F. Remer, A Study of Chinete BoycotUt 
Baltimore, 1933, p. 235.) By 1936 many prominent businessmen in Japan were 
discreetly urging a political settlement with China as the only way to revive profita- 
ble economic relations. But the Kwantung Army had other plans. 

31 Thi.s argument dors not imply that .serious dislocations would not result if 
long-established economic relations within the Empire were destroyed by its break- 
up. Events after 1945 testify to the contrary. 

3* Here I may convict myself of the myopia about which Yosuke Matsunka, archi- 
tect of Japan's grandiose dreams in Manchuria, once complained. “The economists 
of Europe and America," he once said, “are too anxious about money in the safe, 
and are too little concerned with future developments. Such theories can not 
be applied In the Orient.” Trantpacifie, October 21, 1937, p. 17. 
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with the entire colonial stake which Japan had been seventy years 
in building. 

This whole argument obviously rests on the premise that the Japa- 
nese were free to participate in a system of multilateral world trade, 
without undue fears for tlieir national security in terms of access 
to overseas markets and raw materials. Such an approach may seem 
ingenuous today. Yet this system largely prevailed until the thirties. 
If it then progressively deteriorated, the Japanese could blame no 
one more than themselves. Actually their foreign trade expanded 
spectacularly until 1937 ; then it was crippled more by events in 
Japan than by those elsewhere. Meanwhile the spread of restrictions 
abroad was an ominous portent. In view of Japan’s economic needs 
and her military capabilities, however, her real economic interest 
still lay in opposing the forces working in this direction, and making 
the best of them, not in reinforcing a tendency in the world so 
inimical to her future. 

Tariff Protection. Much more straightforward in its effects, 
though also difficult to evaluate, was Japan’s use of the protective 
tariff to foster industrialization. 

Until 1899, resort to tariff protection w^as barred by the treaty 
agreements of 1858 and 1866 wdth the f^'reign Powers. The latter 
agreement bound Japanese import and export duties unilaterally 
at very low rates for the next thirty years. Even the recovery of 
tariff autonomy in the nineties still left treaty restrictions on the 
duties a])plying to many items. Rates were generally no higher than 
10 to 15'^{ until the general tariff revision of 1911. 

The Meiji governments were thus compelled to rely more ex- 
tensively than might otherwise have been the case on direct aids to 
new’ industries in the form of low’-interest loans, dividend guaran- 
tees, bounties, and technical assistance. Doubtless this practice w’as 
not without its advantages. For direct subsidies of this sort are less 
likelv to become indiscriminate and self-perpetuating than are 
disguised taxes on tlie ])ublic in the form of price-raising duties. 
The sheltered indu.stry is more apt to be required sooner or later 
to justify continued aid. Ilow’cver this may be, it is interesting 
that early Japanese progress along the road of industrialization w'as 
made with little tariff protection from foreign competition. Even 
the w'hole range of alternative aids extended by the government was 
modest by comparison with the tariff walls and exchange controls 
which have become commonplace in other new’ly industrializing 
countries during more recent tiine.s. 

After gaining her tariff independence in 1899 Japan embarked on 
a definite policy of industrial protection. Certain rates continued to 
be bound by convention until 1923, but general upward revisions 
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were effected in 1911 and 1926. Particularly after World War I 
tariff policy became decidedly protectionist. High protection was 
extended to industries of strategic importance like iron and steel and 
dyestuffs.” It was applied as well to other factory trades which 
mushroomed during the war, and even to natural resource indus- 
tries like lumber, tobacco, and copper. 

Except in the strong export fields — ^notably silk and cotton goods 
— most of Japan’s major industries were protectionist in senti- 
ment. Her agricultural interests became no less so, as foreign and 
colonial competition came into the Japanese market. Confronted with 
this familiar issue of agricultural protection in an industrializing 
economy, the government followed a middle course. It admitted in- 
creasing amounts of colonial rice and sugar, while applying high 
duties on foreign foodstuffs for internal consumption. Cheap for- 
eign rice, for example, had to pay a duty of 1 yen per 100 kin. 
The price of sugar was pushed higher in Japan than almost any- 
where else in the world. Sometimes consumer groups were effective 
in resisting tariff increases. But this was apt to be true only where, 
as in the case of fertilizer materials, a well-organized body like the 
Imperial Agricultural Association could muster strong opposition 
in the Diet. 

In the 1926 tariff revision the declared policy of the Minscito 
government was to grant little or no protection to scarce raw ma- 
terials or to daily necessities. (Certain exceptions in practice have 
already been noted.) On the other hand, substantial aid was ac- 
corded to industries like the w^ool, rayon, machinery, and chemical 
industries regarded as having a promising future. It was also ex- 
tended to others whose outlook vras more problematical. Already 
under the tariff law of 1924 duties of 100% had been imposed on 
123 items classed as luxuries. These were consumer goods which 
might otherwise have been purchased abroad by the urban middle 
class. When the more liberal Hamaguchi Cabinet assumed power in 
1929 it proposed a lowering ot rates on certain industries which it 
termed a “drag on industrial development.” This move was largely 
abortive. With the onset of the depression the clamor from produc- 
ing interests led instead to a steep upward revision. Despite the 
increased protection already afforded by the depreciation of the 
yen in 1931-32, rates were raised on chemicals, metal manufactures, 

«8 When commenting on the League of Nations draft convention of 1925 for the 
abolition of import and export prohibitions and restrictions, Japan was at pains 
to reserve the right of a state to apply restrictions “to safeguard the maintenance 
of industries, the creation of which is or may be required by the vital interests of 
the State.” League of Nations, Abolition of Import and Export Prohibitiona and 
Beatrietiont, Geneva, 1927, p. 29. 
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lumber, foodstuffs, and other items. A surtax of 35% was also im- 
posed on all other imports dutiable at specific rates. 

Thus the 1924 and 1926 tariff schedules remained in force with 
upward modification through the next decade. Under the former 
a 100% duty was applied on about 100 items. They included (in 
1930) vegetables and fruits; beer, soap, and perfume; certain 
leather and fur manufactures; shoes and many types of clothing and 
textile specialties; precious stones; mirrors, cutlery, watches, and 
clocks; phonographs, films, and toys. Under the 1926 act, duties 
ranging from 5 to 50% were applied on 647 classes of goods 
enumerated in the general tariff schedule. Where these were im- 
posed on an ad valorem basis and not superseded by the 100% 
luxury tariff, they ran mostly from 30 to 50% on such items as 
piece goods, copper, metal manufactures, automobiles, musical in- 
struments, and sporting goods. On cigars, cigarettes, and cut tobac- 
co the duty was 355%. The infant rayon industry was given «a duty 
of 27% in 1926; wheat farmers a duty of 40%. In 1927 and again 
in 1932 the iron and steel industry, already sheltered by tariffs and 
by certain exemptions from income and business taxes, received 
additional aid. After 1929 duties on lumber were raised several 
times at the behest of lumber interests. As a rule, however, the more 
advanced the stage of manufacture the greater the degree of pro- 
tection. For example, tariffs on refined petroleum produetb were 
applied to encourage the home refining of imported crudes. Simi- 
larly, the progress of the textile industries toward finer weaves and 
finishes had long been encouraged by protection against British and 
French goods in such categories. 

Tariff protection was further reinforced by the practice of govern- 
ment agencies in “buying Japanese” whenever possible. This ad- 
ministrative preference for home goods, common among most gov- 
ernments, was especially important to various branches of the Japa- 
nese metallurgical, equipment, and chemical industries because of 
the prominence of government agencies as buyers of such products. 
The historian of military industries in Japan, Ushisaburo Ko- 
bayashi, writes as follows of the system of indirect protection through 
home preference: “As soon as the system of military industry was 
put in order after the Restoration, the government issued instruc- 
tions to the military and naval authorities to the following effect: 
The authorities should not refuse to use home products for ma- 
terials required in military and naval industries merely on account 
of inconvenience or poor appearance even though they may be in- 
ferior in quality to foreign products, provided it did not lessen the 
accuracy and strength of manufactured materials. Home products 
should be used except when the prices of domestic and foreign ar- 
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tides differ so much that it incurs a great loss to the national 
finance when they are used in large quantities.’”^ 

The policy of preferential buying appears to have been followed 
consistently by the armed forces, though it did not deter them from 
making heavy purchases abroad where Japanese technology was 
markedly inferior. They themselves had a direct interest, of course, 
in building up domestic sources of finished munitions, equipment, 
and essential materials. This was insurance against war. The same 
policy was followed in considerable degree by the Imperial Rail- 
ways and the Ministry of Communications. An important support 
was thus provided to Japanese manufacturers of steel ships, loco- 
motives, trucks, aircraft, electrical apparatus, and a variety of 
chemicals and machinery. For years, too, the armed forces furnished 
the chief market for the woolen industry. In the aggregate, govern- 
ment orders never accounted for a large share of the total demand 
for factory goods in Japan. But they were a lucrative source of 
business for the metalworking and metal-using trades in particular. 
And they exerted a constant pressure toward qualitative improve- 
ments which would meet the specifications of competitive products 
available abroad. 

The Japanese have complained bitterly, and with reason, con- 
cerning the high tariff walls erected in prewar years against Japa- 
nese manufactures abroad. In the United States, for example, as 
quickly as cheap manufactures from Japan offered any competitive 
threat to even a small segment of an American industry, they were 
apt to be shut off promptly.®*^ Some Japanese apologists, in sup- 
port of these complaints, have made mucli of Japan’s own “free 
trade policy.” They point out that less than half of Japan’s imports 
during the intcrw’ar period were dutiable; moreover, that duties 
collected ranged only between 10 and 20% of the total value of 
imports. Such statistics prove nothing, of course. Where the de- 
mand for an item is elastic, a sharp tariff increase may virtually 
exclude it from the list of imports, thus reducing rather than in- 
creasing the ratio of dutiable imports to the total. It may also 
reduce rather than increase the ratio of duties collected to gross 
imports in the same manner. For example, if a country’s tariff were 
so high as to prohibit all imports except one commodity, which was 
left on the free list, all imports entering the country would then be 
duty-free. One would hardly call this a low tariff ! 

Military Industrieii of Japan^ New York: Oxford, 1922, p. 167. 
ssSee the author's Trade and Trade Rivalry between the United States and 
Japan, New York: Institute of Pacific Relations, 1936; Philip W. Wright, The 
American Tariff and Oriental Trade, New York, 1931; and numerous reports of the 
U.S. Tariff Commission on Japanese goods in the American market. 
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The fact is that Japan herself became strongly protectionist 
after 1922. Her own industrial tariflF now invited comparison to 
that of nations ordinarily regarded as highly protectionist. In 
1925, even before the upward revision of 1926, Japanese rates 
averaged 25 to 30% on manufactured goods. By comparison, even 
the “high” tariffs of Australia and the United States averaged no 
more than 35 to 40%.*® 

Many Japanese rates were wholly or partially ineffective, it is 
true, owing to the favorable position of Japanese producers in the 
domestic market. The main structure of Japanese industry as it 
developed after 1900 did not depend on government protection in 
large degree. However, tariffs and indirect preferences were em- 
ployed to accelerate the development of a number of factory indus- 
tries as they progressed through successive stages of technological 
maturity. Along with other governmental aids, they continued to 
sustain certain key industries, especially the sugar, chemical, and 
metalworking industries, at a level well beyond that which unre- 
stricted foreign competition would have permitted. And high “luxu- 
ry” duties, imposed originally to protect the balance of payments, 
served to shut out appreciable amounts of consumer goods which 
the Japanese public w'ould otherwise have purchased abroad. 

This last-mentioned point helps to explain one marked charac- 
teristic of the Jaymnese import trade in prewar years. Finished 
consumer goods (other than foodstuffs) were imported in amounts 
wliich seem surprisingly small in view' of the rise in Japanese wealth 
and income. After the turn of the century they were consistently less 
than 10% of gross imports from foreign countries. After World 
War I they were hardly more than 5%. For this there were various 
reasons : e.g., the low' living standards of the masses, the propensity 
to save among upper income groups, the cultural gap betw'een con- 
sumer tastes in Japan and those in the West, the availability of 
cheaper factory goods at home. But the tariff was another restraint 
operating to keep out Western-style goods increasingly in demand 
by middle-class people. It operated similarly to limit foodstuffs from 
overseas, except from the colonies. Tariffs on consumer goods thus 
helped to reserve the home market largely for both the Japanese 
industrialist and the Japanese farmer, freeing foreign exchange re- 
sources for the purchase of machinery and industrial materials. In 
both fields tariffs on consumer goods weighed most directly on real 
W'age rates in the cities. However, they probably hastened industrial 
capital formation in the process. They made it that much easier for 
Japan to industrialize rapidly w'ith little resort to foreign borrow- 

36 League of Nations, Tariff Level Indices, Geneva, 1927, pp. 16-17. 
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ing, despite her heavy dependence on machinery and materials from 
abroad. 

On balance there can be little doubt that protection in home and 
colonial markets helped to extend the range and diversity of Japa- 
nese manufacturing. The older industries — silk and cotton textiles, 
and small-scale consumer trades in great variety — needed little 
shelter from foreign competition over and above that provided by 
cultural differences and transport costs. Bui many newer industries 
requiring radical departures from traditional techniques and a large 
market for economical operation certainly benefited from tariff 
assistance, at least for a period of years. Where Japanese technology 
continued to lag, or the market was too small in any case, they con- 
tinued to depend on government aid for survival. Other branches 
like the basic types of chemicals, electrical apparatus, and industrial 
machinery eventually reached a point of independence, particularly 
after the depreciation of the yen in 1931. In short, the classic “in- 
fant industry” argument found its justifications, even though the 
Japanese Diet — like other parliaments — was motivated largely by 
less technical considerations. 

Whether the aggregate scale of industrial output was enlarged 
by the tariff is more problematical. In some degree it probably was, 
for the reason just mentioned. But industrial protection served in 
part merely to shift resources from one group of industries, espe- 
cially the export industries, to fields which would otherwise have 
been supplied by imports. 

It is still more difficult to say what contribution w^as made by the 
whole rather indiscriminate system of protection to the aggregate 
growth of Japanese national income, or its distribution. This would 
involve a close study of its results in a score of natural resource and 
manufacturing industries. When the tariffs on farm products, lum- 
ber, minerals, and manufactures are all taken into account, it would 
appear that in good part the effect of each w'as cancelled out by 
that of the others after 1922, except as all of them served to restrict 
specialization as between Japan and the rest of the world. In this 
latter regard they came in conflict with other measures being applied 
concurrently by the government to expand overseas commerce and 
shipping. These measures have attracted a good deal more attention. 
Considering the whole range of trade, shipping, and colonial policies 
together, however, one may question whether their net effect was 
not to curtail rather than expand overseas economic relations during 
the interwar period. 

Shipping Subsidies. It remains to mention the field wdiere State 
subsidy was employed with conspicuous success to create one of the 
great industries of modern Japan. An aptitude in maritime affairs 



THE STATE AND ECONOMIC ENTERPRISE 5^5 

came naturally to the Japanese, an island people, despite their 
long and enforced seclusion during the seventeenth and eighteenth 
centuries. It is remarkable, nevertheless, with what facility they took 
over the engineering technologj^ and large-scale organization re- 
quired for a modern mercliant marine. To replace the small sailing 
junk with steam and steel was essential to the building of national 
power. From the early days, therefore, shipping and shipbuilding 
received the earnest attention of the Meiji authorities. Their attitude 
is reminiscent of the solicitude with which Britain built her merchant 
marine in the eighteenth century; even Adam Smith approved of 
the Navigation Acts. 

The rise of modern Japan as a seafaring nation is sketched else- 
wdiere in this study. (See Chapters 1 and 7.) Water transport is 
hardly less important for her in internal than in external commerce. 
The early growth of domestic trade after 1868 created an im- 
mediate demand for coastwise shipping. Even higher •priority at- 
taclied to the need for military transport in quelling internal dis- 
orders and embarking on foreign excursions, of which the first v/as 
the expedition to Formosa in 1874. Thereafter overseas shipping 
operations w-ere steadily extended under the impetus of expanding 
foreign trade, the wars with China and Russia, and the unremitting 
patronage of the government. Already by 1913 Japan had become 
one of the world’s important maritime nations. She now boasted a 
steam fleet of 1.5 million tons, most of it purchased abroad. Her 
own shipwards wTre still dependent on foreign materials and ma- 
chinery. Yet they had now reached the point where they could 
turn out annually 50,000 tons of vessels of over 1,000 tons. 

World War I provided a golden opportunity for further ex- 
pansion. The Japanese merchant fleet almost doubled in size, as 
freight rates soared to fabulous levels. After the Armistice the 
world-wide surplus of tonnage arose to plague the shipping business 
in Japan, as elsewdiere. Japanese operators managed nevertheless 
to retain a considerable part of their newly won gains. Their in- 
creased strength enabled them to secure a strong competitive posi- 
tion on certain key routes. 

The case of the Japan-India trade, for example, is instructive. 
As far back as 1896 the Nippon Yusen Kaisha, backed by Japanese 
cotton-spinners, had forced its way into the Bombay-Japan ship- 
ping conference. The Peninsular & Oriental Steam Navigation Com- 
pany, which then held 66% of the carrying trade, was forced to 
cede 18% to the Japanese. By 1913 the latter held 40% and the 
P & O 28%. The European w^ar left the field to the Japanese. In 
1921 a new agreement eliminated the continental European lines 
altogether and awarded 66% to the Japanese and 33% to the 
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British fiim. In 1929 the Japanese share was again raised, to 80%, 
leaving the P & O only 20%.®^ Two thirds of all Japan’s foreign 
trade was now carried in her own ships. Vessels flying the Japanese 
flag had become a familiar sight in the great ports of the world, and 
of course were the first-line auxiliary of the Imperial Navy. 

It w^as in the early decades, before 1915, that State subventions 
were of particular importance to the growth of the Japanese mer- 
chant marine. Initially the Meiji governments tried a variety of 
expedients. They built and purchased vessels; they operated them 
themselves; they gave them outright or leased them to subsidized 
concerns like the Mitsubishi Company. By 1881 a decision appears 
to have been reached against government ownership, even in this 
strategic field. Instead, numerous small private concerns, most of 
them operating at a loss, were consolidated into several big com- 
panies with government backing. In 1884 the Osaka Shoshen Kaisha 
was formed and a year later the Nippon Yusen Kaisha. With con- 
tinued guarantees and subsidies they extended shipping services 
from Vladivostok all the way to Bombay during the next decade. 
The NYK provided much of the tonnage requisitioned by the gov- 
ernment for the war with China. W^ith the help of over 200 foreign 
officers, it also operated additional ships purchased abroad by the 
government for the purpose.®" Shortly afterward it pioneered the 
services to Europe, the United States, and Australia. 

With the foundations now laid, the government decided on a 
more permanent and comprehensive program of shipping support. 
This was embodied in the navigation- and construction-bounty laws 
of 1896. State aids to Japanese shipping thereafter may be sum- 
marized as follows: 

a. Foreign ship})ing companies, already barred from trade be- 
tween the principal Japanese ports since 1894, were excluded al- 
together from the coastwise trade in 1911, unless on a continuous 
voyage from a foreign country. Similar laws were applied to the 
colonies. In foreign trade and travel as well, a good deal of business 
automatically accrued to Japanese companies through the adminis- 
trative preference given them by government agencies. (Such pref- 

3T W. I.. Hichens, “Anglo-Japanest* Competition in the Shipping Trade,” Internor- 
tional A fairs, vol. xviii, no. 6, Scptemlier-October, 1939, pp. 662-63. Npt the least 
unsatisfactory aspect of the British position was the fact that they were forced 
to accept a schedule of rates negotiated between the Japanese shipping firms and 
the Japan Cotton Spinners* Association. 

3s Again in the war with Russia the NYK placed 400,000 tons of vessels at the 
disposal of the Army and Navy. Its official history points with pride to one of them, 
the Shinano Maru, a converted cruiser which first sighted the Russian Baltic 
fleet steaming toward Vladivostok and warned Admiral Togo in time for him to 
prepare for his decisive victory. Ten other NYK ships were blown up and sunk 
at the entrance to Port Arthur to block the channel. 
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erenccs must also have prevailed widely among trading and indus- 
trial firms affiliated with the big shipping operatorsj although some 
have denied this.) 

b. Operating subsidies in the form of postal contracts and navi- 
gation bounties were awarded annually to Japanese companies under 
the laws of 1896 and 1909. Characteristically, navigation subsidies 
were restricted under the latter law to vessels of 3,000 tons and 15 
knots or more, less than fifteen years old. A differential was set up in 
favor of newer, faster jships, especially if built in Japan and ac- 
cording to government specifications. The larger companies were 
thus helped to extend their ocean services and modernize their fleets. 
Jesse Saugstad gives figures purporting to show that from 1900 
to 1914 government subsidies provided 77% of the total net earn- 
ings of all Japanese shipping companies w'ith an authorized capital 
over 300,000 yen. Earnings totalled 158 million yen, of which sub- 
sidies furnished 122 million.®® The war boom after 1915 eliminated 
the need for such subventions, although they were subsequently re- 
vived at an annual average of 11 to 12 million yen. In the later 
years they w^ere a minor factor in the competitive strength of the 
Japanese firms. They went mostly to the NYK and OSK for serv- 
ices on the trans-Pacific and more distant routes. 

c. Construction bounties were also paid in various forms to 
Japanese shipyards. From 1896 to 1917 they were offered by the 
government on ships of a certain minimum size. Higher rates were 
awarded for larger and speedier types and for those using Japa- 
nese equipment and materials. Customs duties were likew^ise re- 
mitted in 1906 on imported materials going into ship construction. 
As noted above, Japanese-built vessels were also favored in the 
award of navigation bounties after 1899. 

Only small sums were used in these building subsidies, and they 
do not seem to have been very effective. It was the wartime shortage 
after 1914 wdiich first boomed the industry. Launchings of steam 
vessels rose from 52,000 tons in 1909-13 to 646,000 tons in 1919. 
The earlier subsidy scheme was replaced in 1917 with measures to 
encourage the steel industry, mainly through bounties on the use 
of Japanese steel in ship construction. After the war, however, this 
failed to overcome other, adverse circumstances in the shipyards. 
The industry sank back into the doldrums, despite sporadic gov- 
ernment measures to stimulate it with low-interest loans and other 
financial aids. 

d. The spectacular advance in Japanese shipbuilding and fleet 
modernization came with the expansion of trade after 1931 and the 

■8 U.S. Bureau of Foreign and Domestic Commerce, Trade Promotion Scries, No. 
129, Shipping and Shipbuilding SubtidiBS, Washington, 1982, p. 826. 
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scrap-and-build programs adopted by the government in 1932. Some 
11 million yen was spent on the first scheme, by which 2 tons of 
shipping over twenty-five years old had to be scrapped for every 
new ton built in Japan under subsidy. Subsidies were confined to 
ships of over 4,000 tons and with a speed of 13.5 knots or better. 
About 20% of the construction cost was paid by the government. 
This program, and the two which followed it in 1935 and 1936, led 
to the scrapping of some 500,000 tons of old shipping between 1932 
and 1937. The old tonnage was replaced with forty-eight new ships 
of 300,000 tons. By 1937 Japan had a steam and motor fleet of 
4 million tons, of which 3 million represented vessels over 3,000 
tons. Half of these larger vessels w’ere capable of 14 knots or better. 
With more tonnage under five years than any other national fleet, 
the Japanese merchant marine was thus handsomely refurbished to 
engage in world shipping competition, and to serve the Army and 
Navy in the great w’ar which soon followed. (For further discussion 
of Japanese shipping in coastal and foreign trade, sec pages 348-51 .) 

In summary. State subsidies and other encouragements helped 
significantly to found the Japanese shipping industry and carry it 
through its early period of growth. Without them the merchant 
marine could not possibly have doubled its tonnage each decade 
from 1880 to 1910, as it did. After that financial aids helped to 
enlarge the profits of the big operators, to force the pace of mod- 
ernization, and to influence the design and the employment of ves- 
sels in accordance with considerations of national policy. 

In the later years, how’ever, Japanese costs in building and oper- 
ating ships w'ere below^ British and American costs. Cheap labor and 
advances in engineering now put Japan in a strong comy)etitive 
position, especially after the fall ot the yen.*® Other advantages ac- 
crued from the concentration of control over the industry, and its 
close affiliation with related activities. The great Nippon Yusen 
Kaisha and Osaka Shoshen Kaisha alone grew to possess over a 
million tons of shipping between them. The Mitsubishi trust con- 
trolled the former, while Sumitomo had large interests in the latter. 
The Mitsuis had their owm big steamship compan}'. The big com- 
bines w'ere equally prominent in shipbuilding; they also supplied 
shipbuilding materials and fuel; and they originated and financed 
much of the cargo carried in their vessels. These interlacing con- 

<0 See U.S Tariff Commission, Jnjmnene Trade Stvdien: The ShippirtQ Industry of 
JapaUt Washini^ton, 1945; also Imperial Shipping Committee, British Shipping in 
the Orient^ London, 1939. The later concludes that the diesel cargo liners built in 
Japan under the scrap-and-huild scheme in 1933-34 cost only half what thev would 
have cost in the United Kingdom. Other Japanese advantages included building 
and operating subsidies, cheap capital for ship construction (3.7%), and operating 
costs for crew and provisions which were only half the British figure. 
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nections were a source of strength in world competition. They also 
facilitated the close control maintained by the government. 

Japan’s position at the crossroads of East Asiatic trade, com- 
bined with the factors enumerated above, thus enabled her to achieve 
a commanding position in the shipping of the Orient during the 
interwar period. Probably there were still a few ocean routes, distant 
or little used, where continued government subsidy to operators 
was warranted, even on economic grounds. But the chief justifica- 
tion which remained was the vital importance of a large and swift 
merchant marine as a weapon of national power. It must be added 
that this point was fully borne out in the Pacific war. Japan won 
and held a far-flung empire during 1941-44 largely by maritime 
power. Equally, once the Allied counteroffensive against her ship- 
ping began to close off the sea lanes upon which her economy de- 
pended she was doomed to defeat. 

Group Interests and Public Policy: 

Farmer^ Worker y Businessman 

Several other broad areas of public policy must enter into any 
survey of the role of the Stale in Japan’s prewar economic develop- 
ment. By comparison with those already discussed, they arc areas 
where in the main the government assumed only limited responsi- 
bilities and exercised little direct control. But its general attitude 
was nonetheless of great importance. One area was the organiza- 
tion of agriculture ; a second was the protection of industrial labor ; 
and the third the control of business organization and practice. 

Agrarian Policies, A prominent feature of Europe’s transition 
from mediaeval to modern times was the breakup of the old agrarian 
order and its replacement by new forms of proprietorship and new 
modes of production. The complex adjustments entailed in this 
change were long a major preoccupation of the developing national 
state. The statute books, the technological history, and the political 
struggles of Western Europe from 1500 to 1850 were taken up in 
no small measure with the emancipation of agriculture and the agri- 
culturist from the bonds of feudalism and their adaptation to a new 
capitalistic order. 

It may seem surprising that Japan’s emergence from what is 
commonly described as “feudalism” should not have necessitated 
and brought about a similar transformation, or required a similar 
mass of legislation and regulation, in the realm of agriculture. The 
difference was not tliat European statesmen were solicitous for 
the well-being of the peasant, or concerned to assure their na- 
tion’s food supply, while the Meiji leaders were indifferent. Nor was 
it that Japanese farming quickly sank to minor importance in the 
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industrializing economy. On the contrary, as emphasized in earlier 
chapters, its expansion furnished much of the increment in national 
wealth and income for forty years, and much of the annual revenue 
going into new capital formation and military expenditure. Even 
after World War I, when its growth tapered off, it continued to 
provide the bulk of the country’s food supply, while occupying 
nearly half of the working population. 

This historical contrast takes one into broad issues which run well 
beyond the bounds of this study. For one thing, “feudalism” is a 
term better used to describe a pattern of political than one of eco- 
nomic organization. Even in political structure the term obscures 
wide differences among European societies, and still more between 
Japan and Europe, Tokugawa Japan, in particular, had achieved 
a fairly high degree of political centralization. And already by the 
eighteentli century the rise of internal commerce and handicrafts 
had developed to the point where the money economy had made 
heavy inroads on the old agrarian society. 

Merchant capitalism would probably have advanced even more 
rapidly had it not been for two circumstances, among others. One 
was the fact that Tokugawa Japan, partly by the accident of geog- 
raphy and partly by the reactionary policy of seclusion, was cut 
off from the stimulus of commercial expansion afforded by inter- 
national trade between peoples of diverse resources and cultures. For 
European peoples this was provided in the Mediterranean, Baltic, 
and North Sea regions, and later the New World. Another handi- 
cap probably was the fact that the Japanese feudal nobility and 
their retainers lived mainly in castle towns and cities, where their 
rice revenues drawn from the countrvside sustained the merchant 
and artisan class. The latter found it more difficult as a result to 
emancipate itself from the old political and social order, with its 
contempt for mercantile pursuits, than its counterparts in mediaeval 
Europe. In Flanders during the latt Middle Ages, for example, the 
town developed as the bastion of the rising independent bourgeoisie 
against the rural aristocracy.** In Japanese society the merchant 
remained in a more subordinate position, under close political con- 
trol, until the nineteenth century.** 

Henri Pirenne, Economic and Soria! Hiatory of Medieval Evrope^ New York, 
undated, esp. chaps. 2, 6. 

42 By contrast with China, however, the merchants of Tokugawa Japan were 
barred from easy entry into the class which held prestige and power in the old 
order. Control over income from land, and access to a cla.ssical education, were not 
enough to win admission to an aristocracy of birth. Talent and capital tended more 
largely than In China to remain in mercantile pursuits, and to build up permanent 
commitments in this realm. Yet many a Tokugawa merchant and moneylender be- 
came a landowner and some even entered the aamurai ranks by family adoption. 

It is worth recalling that in eighteenth century France and England, too, a success- 
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More pertinent to our immediate concern, Japanese agriculture 
had long differed radically from that of Britain, northern France, 
and Germany in its organization. Neither widespread serfdom, nor 
the open-field system with its complex arrangement of common 
rights, nor joint and compulsory cultivation of the lord’s demesne 
was characteristic of Japan.*® Land was far more closely cultivated 
than in mediaeval Europe, where a peasant family required 30 acres 
or so to maintain itself. Terrain and climate, together with the 
greater density of the agricultural population, made for reliance 
on intensi^e rice growing by small farm operators. Labor and 
manure were supplied independently by the farmer and his family. 
Irrigation and roads might call for village cooperation and the 
local corvee, but not the close comrounalism of the European manor. 
By comparison with most of Europe there was little stock raising, 
for either food, clothing, or fertilizer. The sea was the source of 
animal protein. Cultivated land was fairly evenly divided among 
millions of small cultivators who held a qualified title to the soil — 
subject, of course, to heavy seignorial dues and other lesser obli- 
gations. The peasant of 1868 was bred in a tradition of self-reliant 
responsibility for managing his chief means of livelihood, the small 
family farm, even though his overlords might never have permitted 
him to retain more than a half of its produce for his own use. 

When Japan entered the modern period, therefore, she was not 
confronted with either the necessity or the opportunity for a sweep- 
ing revolution in the techniques and organization of agriculture. 
This had both favorable and unfavorable aspects. 

On the one hand, the heritage of peasant industry, family inde- 
pendence in farming, and village government was a real asset in 
making the transition to modern capitalism. It helped no doubt 
to mitigate those other traits of individual subordination and defer- 

ful manufacturer often aspired to climb to gentry status. The elder Sir Robert 
Peel, for example, flrst made a fortune as a calico printer. On contributing £10,000 
to the State in 1797, following an emergency appeal from Pitt, he was made a 
baron, and took as his motto Indvstria. His son went on to become the great Tory 
liberal who led the opposition to the Reform Bill of 1832, “that Magna Charta of 
the English middle class, which, in the realm of politics, crowned the industrial 
revolution.” Paul Mantoux describes the England of 1700 in terms which, with 
certain modifications, could also be applied to premodern Japan and China: “Whilst 
the nobility 'I in China, the bureaucracy] was trying to get rich by trade, the 
merchant aristocracy was dreaming of that power and ascendancy which, in a 
country where the land system has long remained so traditional, is only acquired by 
the ownership of land.” The Industrial Revolution in the Eighteenth Century, rev. 
edn.. New York, 1928, p. 138. 

*8 See the writings of K. Asakawa, for example, “Agriculture In Japanese History: 
A General Survey,” The Economic History Review, vol. ii, no. 1, January 1929, 
pp. 81-92. 
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ence to authority which might otherwise have had a much more 
stifling effect on economic initiative. 

The Japanese were also spared the long, turbulent struggle which 
was required in Europe to abolish compulsory labor, common cul- 
tivation of the arable land, and common rights to pasture and waste- 
land. In northern France, it will be recalled, the separation of the 
demesne set in during the fourteenth century. The process was re- 
sisted and reversed in the eighteenth century, however, and not 
finally confirmed until the French Revolution. In Prussia the corvee 
survived until after 1850. In Meiji Japan, by comparison, it was 
comparatively easy to do away with the remnants of heritable sub- 
jection and bodily servitude, to abolish or continue common rights 
to forests, meadows, and fishing grounds, and to establish a system 
of proprietor and tenant farming based on private ownership. Land- 
lord- tenant relationships, and* the whole social structure of the 
village, retained the quasi-feudal stamp of tradition in many re- 
spects. But no complicated tangle of legal rights and obligations 
stood in the way of -commercializing agriculture, or commuting 
farm rents and taxes to individual obligations fixed in money. 

On the other hand, if the old system was not so rigid in Japan, 
neither were the pressures to change so great. The chief demand 
for agrarian reorganization of a limited type came from the 3 ^)ung 
bureaucrats of the new Meiji regime. They wanted political unity 
under the emperor, and adequate flscal revenue. TJiis led almost at 
once to the abolition of the old territorial /lan, and the pensioning 
off of the aristocracy. One of their first concerns was to create a 
national system of land taxes paid in money. As a necessary con- 
comitant of these changes they proclaimed freedom of occupation 
and domicile, and the full right of private property in land.** Such 
reforms effected little immediate improvement in the economic status 

Beginning in 1872, peasant cultivators themselves received title to most farm 
lands, except for those held by the Imperial Family, temples, and shrines. The 
farmer was also granted a new freedom to grow such crops as he wished, or, if he 
chose, to alienate his land in perpetuity and migrate to the city. In the case of 
mortgaged land, ho^aever, title was awarded to the mortgagee, usually a merchant. 
Elsewhere, too, the small peasant often lost out, either in the initial distribution, or 
subsequently through his inability to pay taxes and cope with the insecurities of a 
money economy. Very early it appears that 30% or more of the cultivated area was 
already under tenant farming. The necessity to pay taxes on other land under private 
ownership led to acquisition by the government of a large area of forest and 
meadow land once held by villages in common or by the nobility. Nobutaka Ike de- 
scribes this also as “a not unimportant loss'* to the peasant, who now had to buy 
fuel, building materials, and fodder. "Taxation and Land Ownership in the West- 
ernization of Japan,” Journal of Economic UiUory^ vol. vii, no. 2, November 1947, 
pp. 168-69. Since stock raising was of little importance, however, the Japanese 
countryside did not experience the long conflict over common meadows and pastures 
which, in R. H. Tawney’s words, "kept European villages simmering for over a 
thousand years.” 
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of the peasants, except for the more enterprising families of the 
upper stratum. Many were soon worse off, losing their security on 
the land and certain common rights previously enjoyed. An in- 
cipient agrarian movement for more radical change was easily sup- 
pressed, however. Within the village the more prosperous landown- 
ing households, whose superior status often carried back for genera- 
tions, continued to retain a dominant position. Social differences 
came to depend more and more on property. But they were still 
reinforced by the head-and-branch family system and by semi- 
feudal obligations of leadership and submission. 

Even had the social structure been more brittle, so great was the 
density of the rural population relative to arable land and capital 
that little scope existed for the rise of capitalistic farming in Japan, 
as it appeared in England and the Low Countries once the en- 
cumbrances of feudalism were cleared away. Already in 1868 the 
total population numbered about 225 per square mile. This was 
more than twice the density prevailing in Europe prior to the In- 
dustrial Revolution. Moreover, hardly more than 15% of the land 
area of the Japanese islands can be regarded as cultivable. Most of 
it had long been tilled inten^vely by peasant families averaging no 
more than 2 to 3 acres apiece. Opportunities for new forms of 
enterprise, other than mere landlordism, had to be sought elsewhere 
in the main. 

As a result the Meiji “Renovation’’ wrought remarkably little 
change in the life of the average peasant, or his system of cultivation. 
This did not deprive Japanese industry, as it subsequently devel- 
oped, of a steady flow of labor from the villages. The crescendo of 
population growth took care of that. Nor did it prevent at least a 
doubling in agricultural output over the next half century. But 
it barred the road to any revolutionary advance in farm produc- 
tivity, which would have required a sharp reduction of population 
on tlic land. It thus prolonged the poverty and self-sufficiency of 
rural life, and applied a persistent drag on industrial advance. 

Within this limiting framework, post-Restoration governments 
took certain steps to raise agricultural output and adapt it to the 
changing needs of industrialization. Various technical aids and rural 
public works were fostered by the national government, and by local 
authorities as they gained in financial resources and experience. 
I'liey helped to reclaim land, improved irrigation systems, and built 
roads and warehouses. In certain areas land was economized by 
readjusting and combining scattered farm strips more advan- 
tageously. Statutes w'ere passed to encourage village fishing associa- 
tions and agricultural cooperatives. After 1890 the State developed 
a network of agricultural experiment stations and other technical 
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agencies which tackled problems of land management, insect control, 
better seeds, fertilizer practice, etc/® In certain lines impressive 
achievements were scored, as in silkworm breeding. Similarly, a 
program of scientific conservation was developed on Japanese forest 
lands, nearly 60% of which remained under the ownership of the 
crown and various public authorities. 

No other public expenditure was more productive than this tech- 
nical aid to agriculture, so far as it went. Small-scale but pervasive 
improvements in agriculture served to raise the physical produc- 
tivity of labor on Japanese farms by 50 to 75% in the prewar era, 
despite the lack of mechanization, the persisting shortage of capital, 
and inefficient forms of land tenure. As argued in Chapter 3, this 
was of first importance for the whole industrialization and growth 
of the Japanese economy. 

Beyond such technical aids and modest CA]>ital assistance, how- 
ever, the fate of agriculture and the agriculturist was consigned 
pretty much to the play of private interest and market competition 
through the Mei ji era. Once the initial reforms affecting landowner- 
ship and taxation were carried through, the issues of land ten- 
ure and distributive justice in the countryside were largely left 
aside, despite their importance for technical modernization. The 
tax burden remained heavy in relation to services received Usury 
flourished through the countryside. And little was done to stop the 
growth of tenancy by public action to furnish cheap credit or other 
protective measures. The inefficiencies of the land tenure system 
were perpeluated by the failure to require written contracts which 
would give the tenant security and compensate him for permanent 
improvements. Farm prices remained at the mercy of the weather 
and the operations of the “free” market, where the hard-pressed 
peasant was always at a bargaining disadvantage. 

In contrast to this pattern of agricultural policies was the careful 
conservation of forestry resources under State management. Here 
of course the problem was radically different. Over two thirds of 
Japan’s forests came into the ownership of the Imperial Household, 
the national government, and the local authorities. Relatively few 
people w'cre dependent upon them for their principal livelihood, 
and protective management was essential if this great national re- 
source was not to be quickly depleted. 

A strict system of forest regulation had long been a feature of 
the Shogunate and the daimiates in Tokugaw^a days. The Restora- 
tion was followed by a period of administrative confusion and reck- 
on See Supreme Commander for the Allied Powers, GHQ, Natural Resources 
Section Report No. 69, The Agricultural Experiment Stathne of /upon, Tokyo, 
1946. 
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less ovcrciitting, especially on private lands. By 1890, however, the 
government was w’cll started on a new program of conservation. 
Private forests continued to be ovcrcut, but they comprised less than 
half the total and replacement of growth was rapid. From 1915 
to 1936 the forested area w'as enlarged 13%. Nearly 60% of it 
remained under the ownership of the crown or various public au- 
thorities. 

Japan’s forests were more than three times her arable land, cov- 
ering 55% of the country. Although their direct yield was small in 
money value, they were of immense significance for her national 
life. Intelligent care preserved them for timber and fuel, pulp sup- 
plies and camphor, even food products. It also protected farm 
lands against erosion and afforded invaluable hydroelectric re- 
sources. Finally, it perpetuated that feature of the landscape which, 
w'ith the sea, lends such natural beauty to the Japanese islands. 

Far more intractable, by comparison, were the social and technical 
problems of Japanese agriculture. After 1920 agrarian issues 
pressed insistently for attention. The early and easy gains in pro- 
ductivity had been realized. Colonial and foreign foodstuffs now 
began to press upon farm markets. The further progress of indus- 
trialization barely managed to absorb the increase in population in 
nonagricultural pursuits, leaving stagnant pools in the more re- 
mote areas. The rise of tenant disputes was a w’arning of gathering 
tension. 

The Diets of the postwar decade, now' increasingly sensitive to 
po])ular demands, wore therefore compelled to concern themselves 
more actively with rural relief. They contented themselves, never- 
theless, with a scries of ad hoc measures which were ]:)alliatives at 
best. Food imjjorts from noncolonial sources were restricted. Opera- 
tions wore begun in 1921 to modify fluctuations in the all-important 
price of rice througli buying and selling operations by the Japan 
Rice Company. Modest gestures were likewise made to lighten farm 
taxes and case tenant-landlord disputes. Most important, the or- 
ganization of cre<lit and marketing cooj)cratives was greatly ex- 
tended under the revised law of 1917. Low'-intercst funds w'cre 
provided on a considerable scale through the Hypothec Bank, a new 
Central Bank for Cooy)erative Associations formed in 1923, and 
related agencies. By 1935 tw'o out of every three farm households 
v/ere members of cooy)eratives. Similarly, although government sup- 
port to the fisheries industry w'ent mostly to aiding the big com- 
mercial firms extend their overseas activities, local fishing associa- 
tions were now strengthened and encouraged to develop cooperative 
credit, purchasing, and marketing arrangements. 

The collapse of farm prices after 1929 made the agricultural 
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situation still more precarious. Millions of farm families suffered 
acute distress. In response, the government broadened its program 
to stabilize the price of rice and silk with public funds. It also made 
some effort to relieve the heavy burden of farm debt, to adjust 
tenant disputes, and otherwise to mitigate somewhat the plight of 
the small peasant. On the whole, however, no radical reorganization 
of Japanese agriculture was attempted, or even seriously contem- 
plated. Even the further development of Hokkaido, Japan’s own 
agricultural “frontier,” lagged for want of funds. Nor was govern- 
ment money applied to farm relief on any scale, despite the solicitude 
proclaimed by the militarists who were now regaining power at the 
expense of the parties. Aid to the peasant was one of the slogans of 
General Araki, “that loud trombone of destiny.” But he failed to 
produce much action. In time even the modest plans and programs 
of the depression years were set aside under the exigency of large- 
scale rearmament. 

If living conditions nevertheless improved slowly in the villages 
during the thirties, it was largely due to the industrial boom which 
revived farm prices and attracted labor into industry on an un- 
precedented scale. (Above, pages 464jff.) Indeed, this might be 
said of the whole half century before the war. As between industrial 
development and “rural reconstruction” as we now conceive it, there 
is no question where the priority was placed by those in authority 
in prewar Japan. In terms of any final solution of Japan’s farm 
problem they were basically correct. But even those measures of 
protection to the small peasant which would have helped and not 
hindered industrialization were largely neglected, where they called 
for interference with property rights or for large-scale public ex- 
penditure. Thus it was left to the Occupation regime in postwar 
Japan to make the first full-scale attack on this long-standing 
social problem. 

Protection of Labor. In the protection of industrial labor, prewar 
Japanese governments were no less dilatory. By 1890 Japan had 
begun to repeat the ugly if now familiar history of the Industrial 
Revolution in the West. There was no regulation of hours or wages, 
or of child labor. There were no labor standards of any sort, except 
for general laws relating to property and contracts. Factory opera- 
tives commonly worked eleven to fourteen hours, day dr night, and 
of course at a pittance. There were mostly girls, aged fourteen to 
twenty, hired from the countryside by practices which bordered 
often on seduction. Typically they were lodged in factory dormi- 
tories on a three-year contract. As many as 50% are said to have 
deserted within six months. Labor efficiency w'as correspondingly 
low. (See above, pages 485-87.) The old system of familial paternal- 
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ism carried over into modern industry, with its reciprocal obliga- 
tions of protection and subordination. But it soon lost most of 
its kindliness and humanity in the cold calculations of industrial 
capitalism. 

Demands for workers’ protective legislation by the State had 
arisen during the early Meiji years. In 1898 the government actually 
introduced a draft factory law into the Diet, after a reconnaissance 
of Western practice in such matters. But such proposals were the 
work of a handful of intellectuals and socially minded bureaucrats. 
The idea of spending money on enforcement aroused no enthusiasm 
among political leaders. They were absorbed in other objectives. 
The framework of administrative skills and knowledge was lacking, 
in any case. And any interference was actively resisted by business- 
men and industrialists. The Civil Code of 1890 proclaimed “freedom 
of contract.” It was said that the factory bill was contrary to the 
spirit of the Japanese family system; or, alternatively, that it 
tlircatened the new concepts of liberty and competition. Even the 
])rohibition of child labor under ten was defeated. For another gen- 
eration, as a result, one might see an eight-year-old girl operating 
machinery for long hours in a temperature of 100** or more. 

It will be recalled that labor had practically no representation 
in the Diet at this time. Nor had labor organizations any legal 
.status. For the times this is hardly surprising. Even in Germany 
trade unions were illegal before 1890, and in France their major 
disabilities were only removed in 1884?. In Japan the Police Regula- 
tions of 1900 made it virtually a crime to agitate for a strike. The 
early growth of trade unionism thus met one of its .severest obstacles 
in the stern suppression of any signs of radicalism. The first re- 
corded strike occurred, significantly, when ricksha men in Tokyo 
organized a union to protest the introduction of streetcars in 1883. 
It was quickly put down when its leader was jailed on a criminal 
charge. In general there w’ere few^ strikes until World War I, when 
the rising cost of living precipitated a series of demands for higher 
wages - 

The fir.st legislative enactments to regulate industrial labor were 
the Mining Act of 1905 and the Factory Act of 1911. Although 
introduced by the government they were not backed by any strong 
force of public opinion. Employer groups succeeded in postponing 
their actual enforcement until i916. As finally applied to all mines 
and to factories with fifteen or more workers they imposed a legal 
limit of twelve hours of attendance (including one hour of rest) 
for women and for children under fifteen. The minimum age of en- 
trance was set at twelve, except in the case of “light work.” Here 
it might be reduced to ten. Other provisions covered holidays. 
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maternity protection, and workmen’s compensation. Despite long 
agitation, action on night labor was put olf for another thirteen 
years in response to strenuous opposition from owners of textile 
mills. 

The further progress of labor legislation in Japan owed much 
to the International Labor Organization, formed in 1919. Japan 
joined the Organization at the outset; in fact, she established the 
first permanent delegation. While insisting that Japanese industry 
required special latitude in labor matters, the government was sensi- 
tive to criticism abroad. It now moved cautiously to bring condi- 
tions in Japan into conformity with certain minimum standards 
advocated by the ILO.** 

At home other forces pressed for reform. By 1925, when uni- 
versal male suffrage went into effect, there were some 3 million 
workers in Japanese factories, mines, and large-scale transport. 
Through political parties and workers’ organizations they were be- 
ginning to find their voice. Trade union membership advanced only 
slowly. It was handicapped by poverty; by tlie dispersion of small 
industrial plants; by the predominance of women factory operatives, 
most of them housed in company dormitories; and by factionalism 
among union leaders themselves. The unions could claim only 285,000 
members in 1926. There were only 420,000 at their ])rcwar peak a 
decade later. The Peace Preservation Act of 1925 set close limits 
upon their capabilities, and bills to give tliem full legal status were 
always killed in the Diet. Nevertheless, here was a growing force 
in the cities which helped both to extend the scope of protective 
legislation and to narrow the ga}) between the laws and their en- 
forcement. Finally, beside the pressure of international opinion and 
the demands of labor, a slow process of education was at work among 
the big industrialists themselves. The more enlightened of them 
came to realize that bettor labor conditions did not necessarily mean 
higher costs, and that higli turnover, accident, and disease rates 
might be a drain even on their own pockethooks. 

The decade beginning with 1921 thus brought significant ad- 
vances. A Bureau of Social Affairs was set up in the Home Ministry 
to handle all matters relating to labor and social welfare. The Em- 
ployment Exchanges Act of 1921 laid the basis for a national sys- 
tem of employment exchanges. A 1924 ordinance curbed some of the 
abuses in the recruitment of contract labor. The Healtli Insurance 

Here, as in other countries, the IIX) mode a valunhie contribution mcr'*ly by 
aenuaintinp the Japanese with labor stand.ircls and rcpriilntory practices elsewhere, 
and bv makinpr data on Japan available to the rest of the world. The summary of 
legi.slation piven here is written largely from its excellent study Industrial Labor 
in Japant Geneva, 19.S3. 
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Act of 1922 provided benefits after 1927 to all factory and mining 
workers in the event of sickness, accident, maternity, or death. A 
scries of government inquiries gave a more adequate statistical 
foundation for legislative and administrative action in industrial 
matters. 

In 1923 tlie Diet amended the Factory Act. As applied in 1926, 
its coverage was extended to all plants of ten or more operatives. 
Maximum working hours were cut from eleven to ten in the case of 
women and children, except that a large part of the textile industry 
was exempted until 1931. The minimum age of entrance into fac- 
tories was raised to fourteen, although children of twelve or thirteen 
might still be employed if they had completed their elementary edu- 
cation. Employers’ liability for accident benefits was also strength- 
ened. In 1932 it was broadened to cover workers in construction, 
transport, and communication as well. Finally, the long-contested 
issue of night work was resolved with its prohibition for women and 
children in 1929. Later amendments and additions to these measures 
extended their scope here and there during the next few years, but 
made no sweeping changes. ^ 

It will be observed that this prewar labor legislation was con- 
fined mainly to the protection of women and juvenile workers. Japan 
followed the precedent of other industrializing countries in this 
regard. Only in underground mining labor were the hours of both 
men and women restricted by statute to ten a day in 1930. (By this 
time actual working hours in factory industry averaged only nine 
a day, 26.5 days a month.) Other, broader issues — factory wages, 
hours of work, collective bargaining, and social insurance (except 
for health and accident insurance) — had yet to become the sub ject 
of State action. Almost untouched also w^as the immense field of 
small-scale industry. Here the problems of regulation w^cre far 
more different, though no less urgent. Moreover, enforcement of 
existing factory legislation lagged w'ell behind the statutes, esyje- 
cially in the smaller undertakings covered by the Act.^’ 

All this testifies to the limited advances yet made in safeguarding 
industrial labor, and the stubborn resistance from traditional in- 
fluences and organized employer interests. Had the government been 
so minded, it could have moved long before it did to reduce the 
human costs of industrialization. “There is no tw'ilight sleep,” says 
T. S. Ashton of the Industrial Revolution in England, “to ease 

The remjirk of a British Commission reportinp in ISfiO on lepislation to cover 
small workshops is applicable today throughout the Orient. “It is unhappily to a 
painful degree apparent Ihroiigh the whole of the evidence that against no persons 
do the children of both sexes need so much protection as against their parents.” 
I.. C. A. Knowles, Thfi Industrial and Commercial Revolutions in Great Britain 
during the Nineteenth Century^ Ixindon, 1921, p. 92. 
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the birth of a new form of society.” Perhaps so, but it makes a dif- 
ference if there is at least a sympathetic midwife in attendance. 

Moreover, whatever apology may be made for the long neglect 
of the social evils of factory industrialism and crowded urban living 
in the early nineteenth century West, the same argument hardly 
applies anywhere in the twentieth century. One of the reasons so 
little was done before 1850 on the problems of sanitation and public 
health in English and American cities was the lack of engineering 
and medical science, as well as the techniques of the local public 
authority. Similarly, adequate factory regulation required sys- 
tematic industrial statistics, and the invention of proper tecliniques 
of inspection and control. To introduce these things in any country 
takes time. But today they can be quickly improvised, with foreign 
assistance if necessaiy, w^hcrc there is a will to do so. Particularly is 
this true where, as in modern Japan, the central government is 
empowered to intervene on a national scale, and need not defer to 
a jealous regard for local independence, as in the early experience 
of England and the United States. 

In any event, Japan was now taking the first belated steps toward 
recognizing the responsibilities of the State in this sphere of public 
policy. Had the progress of 1921-36 been maintained for another 
five years, her position would have invited comparison with that of 
any other industrial nation facing similar economic handicaps. Un- 
fortunately, a rapid retreat set in after 1937 from the gains of the 
previous decade. The political reaction brought about by the re- 
surgence of the military, and the exigencies of the war wdiich fol- 
lowed, ended by sweeping away most of the structure of labor ])ro- 
tection. After the war it had to be built anew. 

Control of Business Organization and Practice. We come finally 
to the policies of the State as regards the organization and control 
of business enterprise. To what extent were the coercive powers of 
government employed to shape the structure and belmvior of in- 
dustrial organization in prewar Japan 

This topic may be dehned either narrowly or broadly. It raises 
questions of public policy in relation to monopolistic combinations, 
fair trade practices, the protection of the investor, etc. In the wider 
sense it takes in the whole philosophy of governmental resy) 0 !isibility 
in economic life. While many aspects of this broad field liave already 
been touched upon, it remains to characterize the extent to which 
the Japanese invoked the political authority of the State more 
specifically to regulate tlie pattern of business organization and 
practice. 

The early Meiji statesmen seem to have had no very considered 
philosophy on the division of responsibility between public and 



THE STATE AND ECONOMIC ENTERPRISE 561 

private enterprise, or on the usages of monopoly and competition in 
the latter field. Their early decisions were ad hoCy and stemmed 
from a variety of motives — ^military, political, and fiscal. From the 
beginning, however, public policy tended in practice toward the con- 
centration of industrial and financial control, in the hands of either 
the government ministries themselves, or the business interests with 
whom the authorities were usually in close association. This was 
consistent with the old tradition of the clan bureaucrats and their 
relation to the Tokugawa merchants. It was dictated, further, by 
the haste to develop modern industry, particularly where it would 
strengthen military power. 

Naturally, therefore, the Japanese turned to the German pattern 
in industrial policy, as in military organization. Although influ- 
enced by the currents of liberal thought flowing in from Britain and 
America, they had no comparable background of hostility to private 
monopoly or to government control per se. As in the Germany of 
Bismarck, both tradition and circumstance called for State leader- 
ship in developing the productive powers of the nation, for close 
cooperation between the State and big business, for intimate rela- 
tionships between large-scale banking and industry, and for the 
encouragement of cooperative action and self-regulation on all 
fronts (except that of labor organization). Significantly, Kurt 
Singer remarks, it was a German economist of the Historical School 
who was called to the first chair of economics at Tokyo Imperial 
University. 

In small-scale trade and industry the Meiji governments re- 
frained perforce from wholesale intervention or control. Their chief 
concern lay elsewhere, except in one important respect. The early 
export trade was largely built on small-scale industries producing 
such commodities as silk products, tea, and straw mats. Here one 
problem soon became apparent. As markets widened these industries 
became increasingly competitive. Great numbers of small workshops, 
reiving on irregular family labor, and remote from the market, 
made for a haphazard and unsystematic scheme of organization in 
which there was a chronic tendency to spoil the trade by turning 
out inferior goods. If exports w'ere to prosper it was essential to 
improve and standardize the quality of such products. % 

A special incentive was thus given to a movement which was char- 
acteristic of the Japanese anyway. Through a series of laws 
enacted between 1884 and 1902 the authorities encouraged the 
formation of local chambers of commerce and guilds of industrial- 
ists and merchants for cooperative action. These trade associations 
were given legal status and tax immunities in order that they might 
engage in joint investigation, representation, and services like in- 
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spection. Although formed in large numbers, it should be added that 
such limited self-regulation as they achieved did not materially alter 
the atomistic structure of small-scale business, even in the export 
trade. This was modified only subsequently as a network of financial 
and marketing relationships developed through merchant-employers 
and wholesale traders linked the small producers, on the one hand, 
and with big banks, export-import firms, and factories, on the other. 

Much more significant was the use of political authority to facili- 
tate the growth of the great business combines which came to domi- 
nate large-scale corporate enterprise. A high concentration of con- 
trol was inevitable in those industries requiring large investments 
and advanced technology, especially in the early years. For there 
were few places outside the government itself where the necessary 
capital and enterprise could be found. And the market would not 
support any extensive duplication of facilities. The first factories 
and mines were given every form of assistance by the government, 
where not actually operated by the State. Automatically they en- 
joyed a quasi-monopolist ic position. 

When the authorities abandoned the development of industry 
more largely to private enterprise after 1880 and adopted a selec- 
tive policy of promotion, private capital became firmly established, 
and more competitive. But it was still difficult to attract funds into 
the more difficult and risky ventures unless there was a clear prospect 
of large returns. If development was to be rapid the hazards had 
to be reduced by government patronage and subsidy. It may be re- 
called that tariff protection was still ruled out of Japan’s “unequal 
treaties,” In such industries as shipping, railways, mining, and 
metallurgy, the fortunes of the new entrepreneurs continued to be 
influenced heavily by favors extended or withheld by the Army and 
Navy, other government ministries, and the official banks. Any 
ambitious and successful promoter was up to his ears in politics. 

The big combines emerged toward the close of the nineteenth 
century as virtual partners of the State in establishing the indus- 
tries essential to national power. Mining, metalworking, and large- 
scale transport all required large financial resources and advanced 
technical know-how. Even where a start could be made, they were 
often unable to grow unaided in the face of Western competition. 
They were built up under forced draft, nevertheless, by the award- 
ing of exceptional privileges to those groups capable of commanding 
the necessary capital and skills. And as they prospered in one field, 
both their financial strength and their political influence enabled 
them to prosper in others. 

Thus we find the process of industrial combination displaying 
very early its typical Japanese characteristics: It tended toward 
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huge agglomerations of miscellaneous enterprise in a wide variety 
of fields^ rather than independent monopolies in particular products. 
It was most pronounced in the heavy industries created under 
State patronage. And it gained a good deal of its momentum from 
the absorptive power of the big city banks, which were closely af- 
filiated with the industrial combines, and also had close relations with 
the great semiofficial banks. (See Chapter 4!.) 

The zaibatsu grew to power as “instruments of national policy,’’ 
in G. C. Allen’s words. As their influence rose, they also became 
makers of national policy, sharing privilege and authority with the 
military and civilian bureaucrats and party politicians. So close 
indeed was the affiliation of the State and big business that it was 
sometimes difficult to tell where one left off and the other began. 
Increasingly the top figures in the big combines moved in and out 
of the government banks and the ministries handling economic af- 
fairs. They came to exercise great influence in the Diet through the 
political parties on which they lavished funds. They worked closely 
with the Army and Navy in the procurement of arms and equip- 
ment, and in financial imperialism overseas. They intermarried with 
the families of the peerage, ranking bureaucrats, politicians, ad- 
mirals, and diplomats.^® 

Tor the execution of national policies involving economic matters 
the military and civilian bureaucracies wxre always forced sooner 
or later to turn to the combines for assistance. Even in Manchuria, 
where the Kwantung Army tried after 1931 to assert its independ- 
ence by developing w^ar industries on the pattern of State capitalism, 
it had eventually to come to terms with the newer and more respon- 
sive wing of the financial oligarchy. For the same reason the 
zaibatsu executives w'ere able to retain major responsibilities for 
the general economic mobilization which came at the end of the 
decade. They were indispensable by virtue of their control over 
capital and over administrative and technical skills. For example, 

48 A strikinf' example of such family relationships is that of Burun Hisaya 
Iwasaki, long head of the great Mitsubishi combine and heir of its founder. One of 
his si.sters was married to Kijuro Shidehara, and another to Takaaki Kato, both of 
them distinguished diplomats and leading political figures of prewar Japan. A 
daughter and a niece were the wives respectively of Renzo Sawada and Viscount 
Nagakuge Okahe, also in the diplomatic service. Another niece was married to 
Viscount Keizo Shibusawa, the “Nestor” of Japanese business, who headed the 
wealthy banking family of that name and held a long succession of important posts 
in government and finance. Two nephews married daughters of Teizaburo Sekiya, 
an ex-Vice-Minister of the Imperial Household, and Tetsujiro Shidachi, once presi- 
dent of the Industrial Bank of Japan. Finally, Baron Iwasaki’s second son, Takaya, 
was married to a daughter of Seihin ikeda, long the top executive of the Mitsui 
combine and occupant of many leading posts in the government as well. U.S. De- 
partment of State, Report of the Mission on Japanese Combines, Part i, Washing- 
ton, 1!)46, p. 16. 
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the industrial control associations formed under the Mobilization 
Law of 1938 to coordinate each industry were headed commonly by 
an official from one of the combines, or by someone closely affiliated. 
While they may not have sought the war, may actually have dreaded 
it, they contributed immensely to its prosecution and reaped huge 
profits while it prospered. 

It should be added that the owners and executives of the big banks, 
factories, and trading concerns never attained a decisive position in 
prewar Japanese politics. Probably this can be said even of their 
heyday, the 1920’s. At the peak of their influence they were merely 
one wing of the ruling class, influential in economic affairs but in- 
secure, and lacking the power to make the great political decisions 
shaping the destiny of the country. When the chips were down, fol- 
lowing the military resurgence of the thirties, they found themselves 
at a fatal disadvantage in the struggle around the throne. What 
they wanted, how they saw the future of Japan, are not too clear. 
Actually, of course, they differed among themselves, itself a source 
of weakness. Most of them viewed with alarm the drift of political 
events after 1931, and particularly after 1936. Few if any welcomed 
the gathering crisis. However, neither wealth nor technical capacity 
in modern industry, when concentrated in the hands of a few, is any 
adequate weapon in politics against the determined use of military 
force and terror. In the end the zaibatsu were the victims of the 
system they helped to create. 

Through the earlier decades, nevertheless, business interests both 
large and small were left comparatively free to develop most fields 
of industrial and commercial enterprise with little direct competition 
or regulation by the State. The policy which emerged after 1880 
reflected the philosophy of liberalism then prevalent among the in- 
dustrial nations of the West, as well as the financial exigencies of 
the government. It was also shaped by the interests and influence 
of the new business class in official circles. 

Laissez faire is certainly not the term to apply, for it suggests 
a more negative, hands-off policy than ever prevailed in Japan — or, 
for that matter, the West.^® The government retained certain levers 
of control, particularly through State banking and fiscal policy. 
And it continued its protective solicitude for the strategic industries 
and colonial development. Outside these restricted areas, however, 
business enterprise and business practice evolved without much direct 
control by the authorities. When the national government stepped 
in with its financial resources or its coercive powers it was more as 
a protector or partner of large-scale business than as a policeman 
or competitor. Even in this respect its direct intervention was 

48 **Lau8ez faire is quite literally the only untried utopia.” — A. W. Macmahon. 
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confined to a relatively small (though strategic) segment of the 
total Japanese economy. Over the wider field its influence was per- 
vasive but more indirect, being exercised through taxation and 
tariffs, credit management, technical education, labor legislation, 
and other policies discussed earlier. 

The structure of private enterprise which emerged has been char- 
acterized more fully in Chapter 4. Here it is pertinent to emphasize 
that it was built on a legal foundation which guaranteed security 
for property rights and extended great freedom in their exer- 
cise. So far as the law was concerned, an investor or entrepreneur 
was free (until 1937) to enter almost any field of economic activity 
outside the few monopolized by the State. For the most part a firm 
could make such decisions as it chose with respect to prices, output, 
and market practices, either individually or in collusion with its 
rivals. (This is not to deny the more pervasive influence exerted in- 
formally by the Tokyo authorities in large-scale undertakings, or 
by local officials in their own bailiwicks.) 

The significance of such legal freedom was enormously increased, 
of course, by extensive resort to the powerful tool of joint-stock 
finance. This device was taken over by the Japanese without the 
public distrust of concentrated business power which shaped the 
development of corporate law and its administration in Britain and 
America. More accurately, public fears that such power might be 
abused never became an effective restraining force in prewar Japa- 
nese politics or legislation. Instead, big business interests worked 
in close association with the bureaucrats and the parties to evolve 
a system of law which imposed as little restriction as possible on 
monopolistic practices in large-scale finance and industry. Absent 
from the spirit as well as the letter of the law was any philosophy 
of democratic control such as was long ago embodied in the anti- 
trust laws and work of regulatory commissions in the United 
States. Virtually unlimited opportunity was thus given for the 
growth of industrial concentrations, so far as legislation was con- 
cerned. The only political influences working in a contrary direction 
before 1930 arose from the fact that intercombine rivalries carried 
over from business into politics. On occasion the balance of political 
privilege acquired by members of the business oligarchy might upset 
the balance .of financial power. More often, probably, it tended to 
reinforce and perpetuate it. 

To cite a few illustrations of the law,®° no effective legal restric- 
tion was ever applied on intercorporate stockholdings or interlock- 
ing directorates. Exclusive sales agencies were another lawful de- 
vice widely employed to build up vertical trusts in the great indus- 

Report of the Mieeion on Japanese Combines, cited, part 1, pp. 21-27, 66-59. 
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tries. A corporation could legally enter partnerships, secretly if it 
chose. It was also free to engage in almost any kind of activity with 
little regard to the ostensible purpose for which it was chartered. 
While the shareholders, typically a small number of individuals or 
concerns, had unlimited powers as a group, the individual share- 
holder enjoyed little protection under the Commercial Code, even 
against illegality and fraud. The auditor, far from being a guard- 
ian of his interests, was more likely to be appointed by the insiders. 

Moreover, the law was lax in its requirements for full and accurate 
information on company activities. This was true of articles of in- 
corporation, and no less of balance sheets and profit-and-loss state- 
ments. For example, the 1944 balance sheet of Yasuda Kogyo, a 
40-million-yen company, could list a few items under such unen- 
lightening descriptions as “investments” and “receivables” and then 
lump the remaining 75% of the company’s assets together as “other 
current assets”! Even stockholders had no right of access to cor- 
porate books except the yearly financial statement. Banks and other 
financial institutions were subject to stricter public surveillance 
and reporting requirements, especially after the bank panic of 1927. 
Characteristically, however, the Finance Ministry examined the pro- 
vincial banks much more frequently and closely than the zmhntHU 
banks, which were rarely scrutinized. 

In short, the legal framework of modern industry and finance af- 
forded every facility for the exercise of “leadership” in structures 
of concentrated power, with little formal requirement, at least, as 
regards public accountability. No doubt it reflected in this resnect 
habits of mind and practice long ingrained in the Japanese tradition. 

TFflr, Deprrs/fwn, and Tndvsfrial Controls. After World War T 
Japan sliared in the world-wide tendency toward growing interven- 
tion by the State in economic life. Of this tendency many evidences 
have already been noted. Through labor legislation, tariff protec- 
tion, agricultural relief, and subsidies to banks, increasing use was 
made of the mechanisms of government to control and “stabilize” 
the economic system. 

The drift toward more pervasive intervention was impelled by no 
single group interest. Nor was it directed toward any single pur- 
pose. Japan had emerged from the war as an industrial and trading 
nation of substantial proportions. She shared in the world-wide dis- 
locations which followed in the wake of the war. These were intensi- 
fied for her by the tremendous earthquake disaster of 1923. More 
fundamentally, she was now becoming heir to the typical social ills 

Bi Thomas L. Blakemore and Makoto Yazawa, “.Japanese Commercial Code Re- 
visions Concerning Corporations,” The American Journal of Comparative Law, vol. 
II, no. 1, January 1953, pp. 12-22. 
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and tlie popular demands which everywhere accompany industrial- 
ism. Small businessmen, workers, and peasants were exposed to the 
relentless crowding of population on the labor market. As the elector- 
ate widened and grew in political consciousness, it became more dif- 
ficult to neglect the economic and social problems which earlier more 
authoritarian governments had been able to disregard. At the end 
of the decade came a severe depression. This intensified still further 
the pressure on the government to widen the scope of its respon- 
sibilities. 

Prior to the slump of 1929-31 little attempt was made to intro- 
duce by political action any structural reforms in the organization 
of industry and trade. Now the shrinkage of markets and fall of 
prices sharpened the competitive struggle in industry. A number 
of cartels had already been formed in large-scale, capitalistic trades. 
They had enjoyed little success, however, in restricting production 
or controlling prices by voluntary action, except in a very few cases. 
(Sec above, page 230.) Among the mass of small industrialists and 
traders, competition was even more severe. Most of their labor was 
supplied by the family of tlie employer himself, or by hired workers 
w’ho remained at work as long as they could contribute anything to 
their family budgets. The hard-pressed pi»?prietor could stay in 
business by sweating his w^orkers, or allowing his plant to df'prcciatc. 
Voluntary agreements to impose any minimum standards of com- 
j)etition among these small firms w'ere out of the question. 

Out of this situation developed certain measures of government 
intervention. They began quite modestly as relief measures. They 
ended by being redirected tow'ard the purpose of w'ar mobilization 
and radically altering the structure of business enterprise after 
1937. 

The initial pressure for State action came from the big indus- 
trialists and financiers themselves. Its earliest form w'as a program 
to aid depression-ridden industries to improve their efficiency and 
lower costs. In 1930 a Bureau of Industrial Rationalization w^as set 
up for this purpose in the Ministry of Commerce and Industry. 
Its more far-reaching objectives were never realized. But it did 
assist the rapid gains in industrial efficiency achieved during these 
years under ’the pressure of falling prices. Also yirompted by the 
slump was a move to give legal force to industrial agi*eements for 
the purpose of restricting competition in large-scale industry. The 
Major Industries Control I^aw of 1931 empow’crcd the Commerce 
INfinister to require all producers in certain designated trades to 
abide by agreements to allocate markets or control prices and pro- 
duction, wherever the scheme had been approved by two thirds of 
the firms in the industry. 
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Actually this Control Law never proved very effective.®* By 1936, 
it is true, there were nearly fifty industrial cartels in Japan. Over 
half of them were in ‘‘major industries.** In a few of them — notably 
cotton spinning, cement, paper, and beer — fairly tight controls over 
the market were enforced by agreements. These might be agree- 
ments to control output, fix prices, restrict imports, or operate joint 
selling syndicates. Elsewhere numerous attempts were made to ar- 
rive at similar restrictions. But they were usually frustrated, or soon 
broke down, because of fierce jealousies among rival groups and 
the recalcitrance of low-cost producers enjoying a competitive ad- 
vantage. As prosperity returned after 1931, and industry resumed 
its expansion, the more successful firms lost interest in State- 
enforced agreements which only bolstered up the weak. Moreover, 
public groups protested that the government should use its power 
not to encourage monopoly but to protect the consumer. The Com- 
merce Minister took little positive action in response to these pro- 
tests except to issue a few warnings to price-fixing associations. On 
the other hand, little use was made of the compulsorv feature of the 
Control Law to sanction cartel restrictions before 1937. Only in the 
cement industry was it invoked to enforce curtailment of output, 
and even there the proposal to enforce minimum prices was reiected. 

Of greater interest today is Japan *s experiment during the decade 
after 1925 with measures to support small producers and merchants 
in order to improve their competitive position. 

In agriculture, as we have seen, the formation of rural coopera- 
tives was now encouraged to provide the farmer with better facilities 
for credit, purchasing, and marketing operations. No comparable 
effort was devoted to strengthening the small industrialist or trader 
on the other hand. Prior to 1931 State intervention in this realm 
was still limited mainly to improving the quality of export goods. 
During the twenties the system of official inspection was somewhat 
extended, and certain guilds of exporters and manufacturers, or- 
ganized under laws passed in 1925, were also designated to carry 
on compulsory inspection. But the individualistic traditions of these 
small trades, the perennial conflict between the small industrialist 
and the merchant, and the antagonism between the small merchant 
and the large stood in the way of effective cooperation, even for such 
limited purposes. 

This continued to be true during the thirties to a large extent. 
However, two developments, one at home and the other in foreign 

92 See G. C. Allen's chapter on **The Development of Industrial Combinations" in 
The Industrialization of Japan and Manchukuo, 19S0-1940, cited, pp. 680-718; also 
Kelso Fujita, **Cartcls and Their Conflicts in Japan," Journal of the Oeaka Uni- 
varsity of Commerce, no. m, December 1985, pp. 66-109. 
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trade, spurred the government to extend its efforts in behalf of the 
small businessman after 1930. The first was the general plight of 
tlie small industries, as falling prices intensified the pressures of 
competition. This created a growing popular resentment against 
the big financial and industrial interests, on which the Army radicals 
were quick to capitalize in their bid for power. 

One legislative response was a series of measures to relieve and 
reorganize the silk industry, especially hard hit. These measures 
began with price-support subsidies and the collective organization 
of all branches of the industry to improve methods. After 1934 
they were extended to include even subsidies to curtail mulberry 
acreage; also the licensing of all silk-reelers and -dealers with a 
view to reducing their numbers. Here, of course, the authorities 
were contending with an adverse trend in the world market for tex- 
tile fibers. As it turned out, silk was never to regain its former 
position. 

More generally, during the depression, the government stepped 
in to extend the organization of small industrialists and traders into 
manufacturers’ guilds {Hogyo kumiai) and export guilds {yushutsu 
kumiai). They were strengthened with low-interest loans and small 
subsidies. They were encouraged to engage in joint purchase and 
sale, financing of members, and inspection and standardization of 
goods. In some cases they were urged to control output and prices. 
By 1937 over 700 manufacturers’ guilds and 36 federations had been 
organized in trades producing textile fabrics, clothing, pottery, 
wood products, foodstuffs, metal goods, rubber wares, etc. In a few 
instances they were endowed with compulsory power to enforce the 
compliance of nonmembers with their regulations. But they had 
to rely in the main on voluntary methods, and this continued to be 
a grave source of weakness in these fiercely competitive trades. The 
revival of trade after 1932 improved their position ; how much the 
guilds actually contributed to this end is open to doubt,” 

The export guilds, like the manufacturers’ guilds, were conceived 
originally as a medium for voluntary cooperation and joint facili- 
ties to aid the small businessman. After 1933, however, a second and 
unforesee^ii use for them arose in connection with the world- wide 
spread of discriminatory restrictions upon Japanese goods follow- 
ing the depreciation of the yen. Most of these goods were turned 
out by small industries like those mentioned above. Small merchants 
likewise played a part in their marketing. This made necessary 

83 For an excellent evaluation of this whole movement sec the account by Allen, 
op.cit., pp. 760ff. Details concerning a number of industries will be found in Tcljlro 
Uyeda and associates, The Small Industrie* of Japan, New York, 1938. 
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some form of pervasive control machinery, either to administer 
quotas imposed abroad, or to forestall threatening restrictions. 

The government turned to the export guilds to perform this con- 
trol function. As the occasion arose they were endowed with legal 
authority to regulate the volume and price of exports under govern- 
ment supervision. It was largely in this realm, too, that certain 
manufacturers’ guilds were given compulsory powers, often with 
confusing conflicts of jurisdiction. To cite one illustration, the Brit- 
ish government proposed in 193.3 to restrict the import of electric 
lamps from Japan. The Japanese thereupon organized a Federation 
of Electric Lamp Manufacturers’ Associations to raise export prices 
in the hope of averting tlic action. Later, when the Board of Trade 
in London still insisted on a quota, the Japanese were forced to 
agree, and an Electric Lamp Exporters’ Association for England 
was organized to administer and enforce the restriction upon the 
trade. 

By 1937 there were ninety-four such export guilds in various in- 
dustries. Some were country -wide and others regional. Forty-foiir 
of them were organized in relation to particular products, thirty- 
three in relation to particular markets, and seventeen on a com- 
bination of the two principles. Cumbersome as the machinery be- 
came, compulsory restrictions on the volume and price of goods 
were now being applied on 10% or more of Japan’s total exports to 
foreign countries. 

This whole episode in the organization, support, and control of 
small industrialists and traders has more than passing interest. For 
in one way or another the jiroblcm confronts all Far Eastern coun- 
tries undergoing industrialization. In prewar Japan public policy 
was given a particular twist by the circumstances of the time. But 
it demonstrated both the possibilities and the difficulties in political 
action to strengthen small business enterprise. 

In its original conception the experiment got far enough to indi- 
cate that government initiative backed by cheap credit might have 
accomplished a good deal through the techniques of association. 
Equally, it posed questions as to what the ultimate effects on Japan’s 
industrial efficiency would be if the policy were carried to the point 
where radical alterations w'ere made in the structure of production 
and marketing in the intei-est of the small industrialist. I^ong before 
this happened, however, the program was deflected fi’oin its initial 
purposes. First it was turned to the function of export control. And 
after the outbreak of Sino-Japanesc hostilities in 1937, the whole 
network of industrial and trading associations became simply a 
part of the machinery by which the Japanese economy was mobilized 
for war. 
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From this point on, under the aegis of the militarists, Japan 
moved rapidly toward the “New Economic Structure,” which was 
to give the State sweeping powers over economic enterprise in almost 
every sphere. Characteristically, the immediate impulse came from 
a balance of payments crisis provoked in 1937-38 by armament 
spending and Empire investment. This led the authorities into far- 
reaching restrictions not only upon foreign exchange transactions 
but upon all import-using industries — i.e., the whole industrial 
economy. 

Free entry into business became a thing of the past with the 
passage in 1937 of the Emergency Funds Adjustment Law. Govern- 
ment approval was now required for any capital outlay in excess 
of 50,000 yen, or any new firm capitalized at over 200,000 yen. 
Petroleum and alcohol were added to the list of State monopolies. 
Other key industries like electric power, shipping, automobiles, and 
aircraft, as well as all essential materials, were placed under strict 
official control. In various strategic fields the government formed 
semimonopolistic “national policy companies.” Elsewhere it en- 
couraged consolidations and mergers of private concerns to force 
the pace of expansion. The Major Industries Control Law was re- 
vised in 1936 and 1937 to strengthen its coercive features. A year 
later came the General Mobilization Law, conferring virtually 
unlimited powers of regulation upon the government. 

Japanese industry was now blanketed with a system of State-sup- 
ported cartels in the form of control associations of every descrip- 
tion. By 1941 there were said to be as many as 20,000 associations 
engaged in “controlling activity” with some degree of govern- 
ment authority. Private business fought a rear guard action against 
this encroachment upon its traditional sphere. Small producers were 
helpless to defend themselves, of course. Being engaged mainly in the 
production of consumer goods, they suffered heavily as a class. The 
big concerns made a good thing out of it where they could, and 
managed to retain ma jor responsibilities in directing the whole ap- 
paratus of control. By the time of the Pearl Harbor attack, how- 
ever, the structure of industrial organization and entrepreneurial 
responsibility on which the Japanese had built their industrial 
economy over fifty years was beginning to be altered almost beyond 
recognition. It was war that undermined its foundations. 

Momentum of Economic Growth: Summary 

Role of the State, Clearly the course of Japan’s economic develop- 
ment after the Restoration was powerfully influenced by the mili- 
taristic and mercantilistic cast of her political institutions. Her 
heritage of feudalism, the ambitions of her new leaders, the kind of 
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world she now entered — ^all combined to project the State into a 
prominent role and endow it with broad responsibilities in creating* 
the framework of industrialization. 

As we have seen, the authority of the government was freely in- 
voked in the early years to stimulate new investment and techno- 
logical change, and to guide economic development in accordance 
with national interests as conceived by those in power. Conceptions 
of national interest were intermingled and identified with personal 
and group interest of course, as they were in the Navigation Laws 
of seventeenth century England or the Bonapartist reforms of nine- 
teenth century France. A rapid succession of measures established 
a milieu of law and administration and finance w'ithin which the 
gestation of capitalism took place. Beyond this the government 
itself actively shared the initiative in building systems of transport 
and communication, establishing credit institutions, and even launch- 
ing new factory enterprise. After the turn of the century, as it 
receded more into the background, it still kept its grip on certain 
levers of economic power. It used them to underwrite the established 
order and to move its economic center of gravity increasingly toward 
industrialism. Particularly it employed them to encourage those in- 
dustries and activities which were strategic to Japan’s war potential. 
All this is readily demonstrated, and has been discussed at length in 
the foregoing pages. 

The more difficult problem is to evaluate the importance of po- 
litical factors in the real substance and dynamics of Japan’s eco- 
nomic growth over half a century. Particularly, what part did 
social action through political mechanisms pla^'^ in the crucial proc- 
ess of innovation by which Japan moved from the old to the new? 
If industrialization multiplied the nation’s productive powers four- 
or fivefold, through what propelling force and by what instrumen- 
talities was this achieved? The basic tools were modern science and 
machinery. The opportunity for rapid economic advance was pro- 
vided by opening the door to foreign trade and cultural contact. But 
the task itself required sw'eeping changes in the organization of na- 
tional life. It called for increasing specialization of functions, new 
forms of social cooperation — above all, a new spirit of enterprise 
in large sectors of the economy. 

In interpreting this process, the historian can be ‘misled by the 
fact that its political features are more readily observed and re- 
corded. Public decisions like the enactment of a statute or an in- 
vestment by a State bank inevitably attract more attention than 
bits of power machinery adopted by thousands of small weavers, 
whatever their real significance. The vigorous initiative of the Meiji 
oligarchy, and the pervasive influence of the State in subsequent 
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times, make it easy to exaggerate their substantive importance for 
the process of economic growth. From some accounts one might 
conclude that Japanese industrialization from 1868 to 1938 was 
largely the creation of a quasi-totalitarian state. The political au- 
thorities are pictured as jbending their energies to the task with 
far-seeing unity of purpose and an almost unlimited grant of 
authority from a docile people. If great strides were made in as- 
similating machine technology, if capital accumulated rapidly, if 
output and markets grew apace, this is attributed in large measure 
to the driving political leadership of the State and the disciplined 
obedience of its population. In particular, war and armament are 
sometimes said to have given the chief impetus, and to have swallowed 
up most of the fruits. 

Any such picture of Japan’s economic development greatly over- 
simplifies and distorts the reality of events. For one thing, the Japa- 
nese State was by no means so monolithic or single-minded in its 
leadership as this would imply. Within the oligarchy no such unity 
of interest and outlook existed, except on the broad fundamentals of 
internal stability and overseas expansion. On the contrary, in many 
particulars of economic policy one finds sharp conflicts and rivalries 
among various factions of the military, the civilian bureaucracy, 
and business interests. Commonly decisions ’••egarding a budget, a 
tariff, or a banking statute were reached by a process of political 
logrolling and compromise which was consistent with no single, cal- 
culated philosophy of national interest. Hesitation, indecision, stale- 
mate are no less a part of the record. 

Especially was this true after the turn of the century, with the 
gradual disappearance of the elder statesmen who had piloted Japan 
through the Restoration period. As the commercial classes grew in 
influence, and with them the political parties, the emphasis in na- 
tional economic policy shifted increasingly from national power 
to wealth and well-being, at least for the propertied class. Perhaps 
it would be more accurate to say that elements of self-interest, al- 
ways present in the Mercantilist policies of the clan oligarchs, be- 
came more confused and more contradictory as wider groups in the 
population came to share increasingly in political power. The mili- 
tary counterrevolution of the thirties reversed this trend for the 
time being. But even when it involved the nation in total war, it 
never succeeded in fashioning an all-powerful party ideology, ap- 
paratus, and discipline such as Hitler fastened upon Germany. Con- 
sidering Japan’s authoritarian traditions, one cannot fail to be 
impressed with the bitter divisions and deadlocks which persisted 
throughout the war crisis among elements of the armed forces, the 
career bureaucrats, and the industrialists. Still less is there reason 
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to believe that Japanese political leadership in economic affairs was 
particularly coherent or far-seeing through much of the period after 
1900. 

What is more relevant here, a study of the whole process of eco- 
nomic growth in modern Japan leads to the conviction that the real 
drive and momentum lay in large measure outside the realm of na- 
tional political ambition and State activity. At most the latter only 
accelerated a process of industrialization which was latent in the 
whole conjuncture of forces at work. The underlying motivations 
were doubtless complex, joining personal aspirations for economic 
betterment, nationalist sentiment, and other values which facilitated 
common action toward socially approved goals. At home were latent 
resources, both human and material, which only awaited develop- 
ment through the growth of knowledge and w'idening of personal 
opportunity. Abroad, the Japanese had the good fortune to enter 
the world economy at a time when they were able to gain relatively 
free access to the industrial technology and the materials in which 
they were deficient. In this setting they proceeded to build a new 
structure of industrial and commercial enterprise on the foundations 
already laid in Tokugawa times. 

T. S. Ashton speaks of “those spontaneous forces of growth in 
society that arise from ordinary men and women and find expression 
in voluntary association, as well as in the State.’”* If we bear in 
mind the context of Japanese tradition, with its stress upon leader- 
ship, imitation, and teamwork, this is more suggestive of the 
j)rocess by which the modern Japanese economy was built than those 
formulations which put the emphasis on coercion and repression. 
Except in a few respects, some important and others quite marginal, 
it did not grow in response to the plans or dictates of the govern- 
ment. Political forces helped to create a favorable psychic milieu; 
the political mechanism was employed to provide certain important 
stimuli ; and direct controls were applied at various points to serve 
political ends. But if economic expansion turned almost at once 
toward industrialization it was basically because Japan’s resources, 
aptitudes, and opportunities drove her in this direction. If it was 
an orderly, organized process, it reflected less the coercive drive of 
the State than the Japanese capacity for consensus and cooperation. 
If it had real substance, it was because of the enterprise and energy 
of millions of small businessmen, farmers, and workers. 

To be sure, the more advanced technic|ues of finance and industrial 
organization were pioneered by the big concerns in close association 
with the government. They developed new sources of fuel and power. 
They created a network of long-distance transport. They provided 

“Economic History and Theory/’ Economiea, vol. xni. no. 5, May 1946, p. 64. 
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a large share of industrial capital formation. No less important, 
they built up an overhead structure of commercial and credit or 
ganization which enabled myriads of small traders and industrialists 
to be linked together in coordinated but highly specialized patterns 
of activity geared to expanding markets. Nevertheless, without the 
exercise of personal initiative and entrepreneurial responsibility in 
increasingly pervasive fashion, and not merely at the top, the im- 
perial ambitions of Japan’s rulers would never have achieved any 
material foundation. They would have remained little more than 
the dreams voiced by Motoori Norinaga in the eighteenth century. 

The sphere of actual State ownership was closely circumscribed 
after the experimental ventures of the early years. Aside from rou- 
tine government services, indeed. State undertakings provided only 
a negligible share of the national product. Furthermore, the real 
economic growth of Japan took place chiefly in those areas of private 
activity which owed least to political subsidy and support. Vast 
sums were spent on conquering and developing the colonies, it is 
true, but this effort returned only a modest yield in trading or job 
opportunities. Particularly as a source of food the colonies were 
important; yet Japan’s primary economic interests abroad lay out- 
side the Empire. They were only placed in jeopardy by military 
expansionism. 

Meanwhile, at home, those industries for which the government 
was always most solicitous, and where the zaihatsu were preeminent 
— the strategic industries — furnished only a small part of the 
growth in Japanese national income before 1936. Probably they 
served as an actual drag insofar as they were expanded after 1920 
by political protection which attracted capital and skills from more 
productive employment. However this may be, they remained a 
small segment of the Japanese economy, despite their sheltered 
position. By way of illustration, the entire complex of mining, metal- 
lurgy, and machinery industries furnished no more than 8% of 
Japan’s national product in 1930, and still less of her gainful em- 
ployment. (See Chapter 9.) 

Various exceptions may be made to this general argument, of 
course. Money values of production and trade are a poor guide to 
the importance of particular lines of enterprise, some of which are 
fundamental to a whole array of activities. The Japanese railways 
and electrical communications were of this character. They were 
either built by the government or soon nationalized. On the other 
hand, two other basic industries, coal and electric power, were de- 
veloped mainly through private investment and enterprise, profit- 
ing of course from political favors whenever they could be, secured. 
The rapid rise of the merchant marine owed much to the assistance 
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lavishly given by the State. Yet even the shipping industry grew 
eventually to large proportions chiefly because underlying economic 
circumstances were favorable. (See above.) 

Still more was this true of the broader fields of consumer industry, 
agriculture, and miscellaneous services which made up the great 
bulk of Japanese economic life. In the neighborhood and the village, 
no doubt, few major innovations in such trades were ever attempted 
without the consent and support of the local elders, who also con- 
trolled political life. Similarly in larger affairs the degree of in- 
formal control exercised by politically dominant groups went well 
beyond the laws on the statute books and the formal regulations of 
government ministries. By and large, however, through a wide 
range of small-scale industry, local commodity-handling trades, and 
personal services, even in a good deal of large-scale enterprise, one 
gets the impression of governmental indifference, certainly of inac- 
tion, so far as positive intervention through the formal mechanisms 
of the State is concerned. 

One aspect of economic growth, associated as cause and effect 
with many others, was the secular expansion of market demands. 
This had two characteristics worth recalling in the present context. 
First, it occurred predominantly in the home market. Foreign and 
colonial markets at their prewar peak (1927-36) took no more than 
25 to 35% of Japan’s manufacturing output, and no more than 
20% of her entire national product of all types. Nor — contrary to a 
widespread impression — did the overseas market for all goods and 
services, or even for manufactures alone, increase much more rapidly 
than the domestic market after 1910. Second, the national demand 
represented mainly the growing requirements of the civilian econ- 
omy, expressed through private expenditures for goods and services. 
Private consumer outlay certainly accounted for at least 65% of 
gross national product, and private capital formation for most of 
the remainder. (Table 22.) Notwithstanding the catalytic effect 
of certain State expenditures this was true of the Mciji years; 
equally from 1911 to 1936."® In this realm of civilian enterprise 
occurred the great expansion of Japan’s productive powers which 
carried the more marginal, strategic industries, as well as the whole 
cost of Japanese armament. Here was produced the real wealth which 

ss Evidence in support of these statements re^^ardinp income, employment, and 
foreign trade is presented in Chapters 5 to 8. It might be added that State activities 
of many kinds-— e.g., the tax reform of 1873, the building of railways, the creation 
of a uniform currency, the promotion of exports — were especially important during 
the early years in fostering an increasing commercialization of the market and en- 
largement of its geographic scope. Nothing said above is intended to deny these 
strategic contributions, to which much space has already been devoted. 
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enabled the country, in addition, to support a growing population 
at a slowly rising standard of living. 

The factor of war, with which State economic policy was so closely 
identified, has often been exaggerated as the mainspring of Japan’s 
industrialization. The constructive achievement of Japanese mili- 
tarism was to preserve the nation’s independence, particularly in 
the early years. Thereafter military expenditures in the limited 
conflicts with China and Russia gave a flllip to economic expansion 
through the multiplied effects of State borrowing and spending on 
the whole economy. Tliey reinforced the bias toward easy money and 
a high level of investment which was a marked characteristic of this 
period. In this respect they may actually have paid for themselves 
in good part, by stimulating fuller employment and technical prog- 
ress even in civilian production. 

Against these gains must be set the continual drain of armaments 
on Japan’s limited capital resources, on her advanced maoliine skills, 
and especially on the government budget itself. From 1895 to 1935 
some 40 to 50% of the national revenue was regularly spent on the 
Army and Navy, or on servicing loans incurred for military pur- 
poses. (Above, page 292.) This cut heavily into the governmental 
resources available for public works. It crippled education, farm 
relief, and other welfare expenditures which only a government 
could undertake. The dearth of public funds for such purposes was a 
persistent feature of the whole period. Moreover, the taxes which 
supported the military establishment probably came increasingly out 
of private income which would otherw^ise have been saved and in- 
vested. Even the foreign borrowings of the national government, 
which climbed 1,200 million yen in one decade, 1904-13 (Table 20), 
were devoted in large measure to military use, either directly or 
indirectly. So, too, was a large share of the 360 million yen in- 
demnity secured from China just previously. A small fraction of 
these sums spent on reducing disease and accident rates in urban 
industry, for example, would have increased production efficiency 
as well as human well-being. 

The drain of empire building w^ent far to nullify the more con- 
structive use of State power to mobilize savings for investment in 
productive enterprise. Fiscal and monetary measures employed for 
this latter purpose were especially important in the early years. At 
that time the private capital market was undeveloped. The problem 
in considerable degree was one of mobilizing surplus income from 
agriculture for industrial and commercial investment. Then, too, 
armament building could be justified much more easily as a measure 
of defense. After the turn of the century, however, Japan’s eco- 
nomic advance owed little to her military expansion, unless we are 
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to assume that otherwise the Japanese islands would have been 
placed under foreign subjection. Rather, the debt was the other 
way. 

Significantly, the war which profited Japan the most was World 
War I, when she remained neutral in all but name. Had she again 
stayed on the side lines in World War II, she might once more 
have reaped fabulous gains. Instead, she wrecked her own economy 
and laid waste that very part of the world on which her prosperity 
depended. Professor Ashton, to quote him again, once suggested 
that the misery and unrest which attended the Industrial Revolution 
in England during the early nineteenth century were not so much 
the product of the factory system as of the Napoleonic wars. Under 
more peaceful conditions it would have been far easier to raise living 
standards as productivity advanced, to mitigate the evils of slums, 
and to reduce the insecurities to which industrialism exposed both 
the farm and city worker. Certainly this has been true of Japan. 

The foregoing remarks, supported in more detail elsewhere in 
this studvj all cast doubt on the thesis even in the case of Japan 
that the State was “the chief element in economic development” or 
the statesmen “the chief actors.” Much the same opinion may be 
ventured with regard to the zaihatsv, especially in those under- 
takings which required continued patronage from the government 
because they were never able to stand on their owm feet. The ener- 
gies, the skills, and the ambitions which provided t]je real motor 
force of Japanese industrialization were much too pervasive and 
too diverse to be compressed into any such formula. They found 
expression through the activities of millions of small industrialists, 
tradesmen, technicians, farmers, and workers, as well as in the super- 
structure of big business. The economic modernization of Japan 
cannot be explained by “laws” of economic determinism, in which 
new modes of production follov/ one another in an inexorable se- 
quence. But equally it went far beyond the activities of a few bold 
pioneers and organizers, whether statesmen, industrial magnates, 
or scientists. Also involved were myriads of small, unknown entre- 
preneurs who introduced and spread the new learning, and still 
larger numbers of humble w^orkers who provided the growing pool 
of modern technological skills. This, too, called for initiative and 
adaptability. 

Innovation and Enterprise. It would be interesting to know more 
about the social and technical processes by which such innovations 
were introduced and spread through Japanese economic life. They 
included new goods and new materials; new markets, modes of 
production, and organization; new wants, as well. Some were mas- 
sive innovations like steam power, modern metallurgy, and the 
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joint-stock company. Others were modest adaptations and improve- 
ments in old ways, no less significant in their cumulative effect. The 
actual dynamics of change and growth are an elusive subject, as 
remarked above, but a few observations made here and there in 
preceding chapters may be brought together at this point. 

.One cannot escape the conviction, first of all, that the compara- 
tive speed of Japan’s economic modernization owed much to the 
fact that both her geographic position and her particular comple- 
ment of resources fitted her for the role of an industrial power with 
extensive maritime trade. 

Already by 1868 Japan was densely settled, with a population 
of 2,000 per square mile of cultivated land. This is almost as many 
as in the United Kingdom today. If she was to develop she had to 
industrialize ; her primary industries offered only limited opportuni- 
ties for expansion. And if she was to industrialize, she had to trade, 
especially as she lacked so many essential materials. ^Fortunately 
the Japanese islands lay athwart what were destined to become the 
main trade routes of the western Pacific. They were well situated 
for extensive contacts with both Asia and the West. Overseas com- 
merce, particularly witK the United States and Europe, served as 
a broad highway for the introduction of new stimuli and new tech- 
niques. These in turn pushed the nation o^ill further along the road 
to industrialization. 

A related geographic factor of hardly less importance was the 
configuration of the country. Japan is smaller than Sweden or 
Siam. Most of the land area is within 100 miles of a port city which 
has also tended to grow into an industrial center. Short land dis- 
tances and interior communications by sea were a great advantage 
in achieving political order and unity; also in fostering the easy 
movement of goods and people within the framework of a growing 
national market. They partly explain the remarkable surge of the 
population to the cities which was such a conspicuous and essential 
feature of industrialization. They also encouraged the dispersion of 
many industries through the countryside, even industries heavily 
dependent on imported materials and export markets. In such ways 
they favored the diffusion of new w^ants and new knowledge far more 
readily than is apt to be the case in a massive continental area like 
India or China. And they spared Japan part of the immense capital 
outlays required by such countries for land transport and water 
control. For example, coal at tidewater and localized water supply 
for irrigation were great advantages. 

Finally, if the practices of industrial monopoly did not exert a 
more baneful effect on Japanese economic development than they 
did, this was due in part to competitive safeguards imposed by this 
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necessary dependence on foreign trade. At home there existed no 
raw material base comparable to the Ruhr on which to build powerful 
and restrictive monopolies in large-scale industry. Most Japanese 
industries had to rely in increasing degree on foreign materials if 
they were to grow. Moreover, the big combines were apt to find 
themselves on both sides of the fence, as importers as well as pro- 
ducers. A further restraint on market monopoly was the persisting 
need to import a good deal of machinery and equipment from West- 
ern manufacturers; also the importance for many industries of a 
highly competitive export business, which in turn handicapped ef- 
forts to control the domestic market. 

After World War I the competitive stimulus of imports was 
weakened by the rise of Japan’s tariff duties and the growing tech- 
nical maturity of her industry. A number of large-scale trades, 
particularly those sheltered from foreign competition, were char- 
acterized by what was described earlier as a blend of jealous rivalry 
and mutual solidarity, of rugged independence and collusive agree- 
ment. Still, the continuing necessity of foreign trade, and its com- 
petitive character, operated as a check on the traditional Japanese 
propensity toward combination and group action. Otherwise the 
latter might have had a more stifling influence on technological 
progress. 

Smallness and poverty in resources are hardly unmixed blessings, 
to be sure. Yet with nations as with individuals they may contribute 
powerfully to the dynamics of development. Japan’s small size, her 
insular position off the coast of Asia, and her meager endowment 
in natural wealth per capita are often said to have created a national 
sense of inferiority and insufficiency which has made her people his- 
torically receptive to new ideas from abroad. However this may be, 
as a practical matter they aided the Japanese materially during the 
nineteenth century — first, in avoiding the full force of Western 
imperialism and preserving their political independence, and, second, 
in launching a program of rapid modernization. Among various pat- 
terns of economic development, circumstance directed them almost 
from the outset toward industrialization, urbanization, and trade, if 
in fact any far-reaching expansion of productive powers was to 
take place. This pattern is not without its disadvantages, and Japan 
has certainly not escaped the ills which attend it. It did serve, how- 
ever, to maximize the inflow and permeation of science and industrial 
arts from the West at a rate not yet experienced by any other 
Asiatic nation.®* 

08 England, too, in an earlier day and a quite different setting, reaped the ad- 
vantages of island security and political unity; of easy access to a continent and 
the New World; of limited wars fought with the aid of subsidies and the balance 
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Physical factors alone, of course, do not explain the dynamics of 
growth. Many nations bear witness today to the fact that modem 
technology does not necessarily seed itself and take root in a back- 
ward, tradition-bound economy even where outside contacts bring 
it within easy reach. 

It is true that Japan’s industrialization was more largely a mat- 
ter of transplanting and adapting to Japanese conditions the tech- 
niques already developed in the West than of making primary 
contributions to the world’s stock of knowledge. Yet borrowing of 
this sort calls for more than rotolike absorption. It involves pur- 
pose, criticism, and a creative synthesis. It entails persistent trial 
and error, and the risking of fortunes both large and small, in a 
setting which offers rewards for success. New modes of production 
are apt to encounter subtle and powerful resistance. And this may 
take the form not only of political disorder, or indifference to ma- 
terial progress, but a deeper hostility to the habits of. mind and 
social arrangements which these modes require. Even within a single 
country the degree of assimilation may be uneven among various 
regions and occupations. The case of Japan herself well illustrates 
this fact. 

liike the other great societies of the East, Japan resisted certain 
aspects of Western culture, with its cmphisis on individual self- 
assertion, competitive striving, and democratic expression. Inner 
values of the spirit have been tenaciously shielded from the disrup- 
tive penetration of Western ideals. But in the realm of the industrial 
arts, at least, too much has been made of the docility and conserva- 
tism of the Japanese. Here, within the limits of his environment and 
the opportunities which have come to hand, he appears to have dis- 
played a ready willingness to abandon old ways, particularly where 
the acknowledged leaders of society pointed out the new. One recalls 
Sir George Sansom’s remark, with reference to an earlier historical 
period in Japan, that tlie notion of the “unchanging East” is “a 
very dubious dictum.” 

As a sidelight on this question, it is interesting to note how the 
comniercial spirit of the “new Japan” at the turn of the century 

of power; of tidewater coal; of a climate salubrious for the cotton textile Industry, 
the pioneer of the Industrial Revolution; and of a long succession of technical bor- 
rowings through the migration of technical skills from Germany, h ranee, and the 
lyciw Countries. These eircumstaiices help to explain the paradox, which is no less 
applicable to .la^ian, described by Barbara Ward as follows: “Knowing W'hnt we 
know today about the advantages to industrialization of large internal markets . . . 
and of secure access to raw materials, we should not have picked an island oflF 
the coast of Furope as the most favorable spot for beginning the industrial experi- 
uient. Geography would always set limits to the growth of a large internal market 
• - . [andl few of the raw materials necessary to modern industry can be found 
within Britain’s frontiers.” The Weet at Bay, New York, 1948, p. 23. 
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struck one American observer, coming himself from a country en- 
gaged in feverish economic expansion. Japanese industrial competi- 
tion was already beginning to attract the attention of American 
businessmen. Accordingly the U.S. National Association of Manu- 
facturers dispatched an investigator, Robert P. Porter, to look 
around. Porter was impressed by what he saw. He returned from his 
reconnaissance prophesying that the changes begun in “this energetic 
little island” would ultimately revolutionize the whole of Asia just 
as English enterprise had once remade the Atlantic world. 

The reason, he thought, was to be found in the energy and 
ambition of the J apanese, which he described as follows : 

“Commercial and industrial questions are now almost as popular 
subjects of treatment, both in the press and by public speakers, as 
the most urgent political questions whether foreign or domestic. 
Among them are such matters as the extension of existing steam 
routes, the results of treaty revision on trade, insurance, establish- 
ment of technical and commercial schools, the training of officers 
and men for the mercantile marine, improvement of chambers of 
commerce and of the existing system of trade guilds, the despatch of 
commissioners to study commercial conditions abroad, placing Japa- 
nese in commercial houses and factories in foreign countries in 
order to learn thoroughly their system of business, the establish- 
ment of n floating exhibition of tTay)anese products, the effects on the 
trade of Japan of the opening of the Siberian Railway and Nica- 
ragua Canal, wdien Japan may become one of the greatest commer- 
cial centers of the world. 

“There never was a people so completely absorbed in industrial 
and commercial questions as the Japanese at this period in their 
history. Emperor and Prime Minister, the Cabinet, Members of the 
Imperial Diet and minor officials are all imbued w'iih the progress 
and future greatness of Japan in manufactures, in commerce, and 
as the dominating nation of this part of the world. At public din- 
ners, on official occasions of all sorts, the drift of remarks is, wdiat 
can be done to help the material progress of Japan. The vernacular 
papers have taken this up, and enterprises of all sorts are exploited 
with the vim and vigor displayed in the building of our own 
country.’”^ 

One may discount Porter’s rather uncritical enthus-Iasm, based 
as it was on limited contacts and observations. Certainly he was 
not talking of the Japanese village, or even the masses of young 
people now beginning to swarm to the cities. Even in manufactur- 
ing he conceded that a quarter century of progress had carried 
Japan little beyond the handicraft stage w’here Britain and America 
Commerce and Jndustriee of Japan, Philadelphia: NAM, 1898, p. 7. 
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stood in 1800. Yet this willingness to venture and to learn, if not 
to pioneer at least to imitate, in a climate of opportunity which 
makes it pay* is certainly an essential condition of economic de- 
velopment. That it appeared first at the top of Japanese society 
is not surprising. What impresses one is the degree to which it spread 
subsequently through a broad stratum of the population. 

It was of great importance, of course, that a considerable seg- 
ment of Japan’s ruling class manifested a spirit of enterprise and 
adaptability at an early stage of her contact with the West. In con- 
trast to the gentry amd aristocracies of most other Asiatic nations, 
and many of their o^ti compatriots, numerous young samurai 
grasped eagerly at the potentialities of Western learning. They 
were already restive in the chaotic state of affairs under the Sho- 
gunate. Already a good many had virtually been declassed and driven 
into farming and trade. Despite the antimercantile tradition of their 
class, it was they who began to display a spirit of capitalistic enter- 
prise in manufacturing and commerce long before the overthrow of 
the old regime. In this they were joined by the many rich peasants 
of the central and western regions, and the new merchant class 
emerging in the port cities. From these elements were recruited the 
new bureaucrats, businessmen, and technicians who led the wny in 
exploiting the new technology, in econoi.'.ic life as well as gov- 
ernment. The common class roots of many leaders in the two 
fields facilitated the close interrelationships stressed earlier in this 
chapter.®® 

Only later, as experience accumulated and knowledge became 
more widely diffused, did increasing numbers of commoner families 
begin to respond to the new forces in such a way as to give breadth 
and depth to the process of modernization. Certain economic gains 
followed quickly and almost automatically from the new freedom 

6R “The section of the snmnrni class that did not take an active part in politics 
entered the business world. Manv of these failed miserably in their new ventures, 
hut the capitalist spirit which they displayed in trying? their hands at company 
enterprises did much to arouse public interest in such enterprises. The general 
sentiment amonp the snmtirai in those days was that if new occupations must he 
chosen, they should turn to novel industries and undertakinps not yet tried hy 
chonin or farmers. Prince Iwakura was quite ripht when he declared that the 
samurai class alone had the capitalist spirit.” Yasuzo Horie, “An Outline of the 
Rise of Modern Cayiitali.sm in Japan,” Kyoto University Economic Review^ vol. xi, 
no. 1, July 1939, p. 112. 

It has often been remarked, on the other hand, that the leadinp chonin of the 
Tokupawa era failed as a rule to make a succc.ssful transition to positions of 
prominence in the new order. Their penerallv conservative outlook and their close 
ties with the old nobility stood in the way. This exemplifies what is perhaps almost 
a law of economic evolution. The leadinp industrialists of nineteenth century Eng- 
land, loo, were not in the main the successors of the merchant manufacturers of 
the eighteenth century. For example, the woolen masters of Norfolk and Devon- 
shire were unable to change their ways. So it was very largely throughout Europe. 
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of occupation, the extension of cultivation, the reforms in currency 
and taxation, the improvement in transport, etc. However, beyond 
the fa9ade of State-sponsored industries hastily erected in the early 
years, it took time for the process of innovation and imitation to 
reach back into traditional Japanese society. One great retarding 
factor was the quick response of population increase, which so 
discouraged advances in productivity by more capitalistic methods. 
Many traditional occupations seemed unaltered in their essentials 
even after fifty years. In particular, Japanese farming as a way of 
life changed very little, despite scientific improvements in agriculture 
which the experts have described as “a chemical and botanical rev- 
olution.” 

Throughout this whole process of growth emphasis must be 
placed on what seem today very modest improvements: the ricksha 
and the bicycle; the rodent-proof warehouse; elementary sanitation; 
better seeds and more fertilizer; the kerosene and then tlie electric 
lamp; a simple power loom; the gas engine in the fishing boat; the 
divorce of personal from business accounts ; the principle of limited 
liability. Big and dramatic innovations like railways and great banks 
and holding companies might provide the scaffolding. But the struc- 
ture itself was built, brick upon brick, by myriads of individual 
experiments and commitments. Inevitably this was a slow process, 
as it will be throughout Asia. 

The system of enterprise through which Japanese development 
was organized and directed has been referred to above as pre- 
dominantly one of private ownership and market competition. There 
are many qualifications to this statement, of course. Yet in the actual 
conduct of business operations little capital was invested in new 
undertakings except on the basis of private profit expectations. 
Losses were mainly a private responsibility, except in comparatively 
few trades. The innumerable decisions regarding what to produce, 
how to produce it, where and how to sell it, were left primarily to 
private initiative, subject only to various political inducements and 
controls. 

Within this system it is significant that as late as tlic year 1930 one 
in every three persons gainfully employed in Japan was still in some 
sense an entrepreneur, carrying some risk and responsibility for 
business enterprise. (Table 17.) Even in manufacturing, plants 
of less than 100 workers, most of them separately owned, still ac- 
counted for at least one half of total output and two thirds of total 
employment. (See page 203.) Despite all the limitations upon the 
independence and the resources of the small businessman which 
prevailed, this meant a vast number of establishments within which 
new products and new ways of getting things done might be tried 
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out. It put to work a strong incentive to save, which everywhere tends 
to be more powerful among small businessmen than among wage 
earners or large capitalists. It divided the risks in tiny parcels, with 
a cumulative gain from successful innovations. Much of the most 
productive investment and modernization of techniques took place 
in these medium- and small-scale sectors of the economy. * 

To speak of private enterprise and competition as characteristic 
of the prewar Japanese economy is not to deny the inward differ- 
ences between the system as it developed here and its prototypes in 
the West. If competition was keen, its forms were influenced by age- 
old traditions of hierarchy and group solidarity. If enterprise was 
privately owned, the individual entrepreneur yet conducted his 
affairs in a context of Japanese ideals and institutions, with its own 
set of family obligations, paternalistic controls, and other social 
incentives and restraints. No people have ever organized economic 
life on the basis of unrestrained individualism, and certainly not 
the Japanese. 

The small industrialist or trader, as well as the farmer, con- 
tinued to operate essentially a family enterprise, utilizing family 
labor and drawing little distinction between family and business 
affairs. His independence in external relations was closely limited by 
mental horizon as well as meager financirJ resources. Where he was 
integrated into a larger framework of production and b*ade, he w’as 
apt to be heavily dependent on a larger merchant, factory, or bank. 
These circumstances are not peculiar to small-scale enterprise in 
Japan, of course. What is striking about the Japanese case is the 
amount of growth and technical improvement which nevertheless 
took place in many such trades. Perhaps the outstanding reason is 
the one already remarked upon. The Japanese were peculiarly suc- 
cessful in organizing and extending complex systems of production 
and marketing within which numerous small establishments came to 
perform highly specialized functions and were yet linked together 
in a flexible and far-reaching pattern of social cooperation. Geog- 
raphy favored such arrangements through providing good interior 
communications and easy contacts between the port cities and much 
of the countryside. But the Japanese themselves would appear to 
have inherited a flair for such patterns of group action. 

The financiers and executives who built Japan’s large-scale in- 
dustries displayed marked capacity in performing the classic func- 
tions of capitalistic innovation. Yet here as well, it may be remarked 
that Japanese businessmen often seemed cautious in asserting the 
spirit of self-reliant venture. The corporation manager, like the 
political bureaucrat, was prone to take shelter in group responsi- 
bility. There were few rugged “captains of industry” even in the 
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early days; corporate action came naturally to the Japanese. The 
great combines employed all the latest financial devices for con- 
centrating business power, but their prominence in modern Japan 
was itself an expression of old traditions of authority and teamwork. 
So, too, were their close and mutually dependent relations with the 
government. 

The opportunities of industrialization enabled successful enter- 
prises to reap handsome, quasi-monopolistic rewards, for private 
capital would venture into new and risky fields only where large 
profits could be anticipated. Even then, the tendency was to insure 
against risks wherever possible by restraining competition and 
securing the patronage of the State in one form or another. A Brit- 
ish observer of Japanese business at the close of the Meiji era had 
this to say; “Men look to the Government for aid, and having re- 
ceived it try to stifle competition. Success depends more on manoeu- 
vering for privilege than on a steady persevering struggle against 
obstacles. As a natural sequence the supply of active, resourceful, 
self-reliant men of affairs does not keep pace with the demand, 
hence the timidity of capital and the cry for more and still more 
Government assistance.”^® 

All this is not surprising, in view of Japan’s authoritarian back- 
ground, her intense nationalism and the difficulty which any people 
face in moving out of a static, traditional economy into new and 
untried fields. More surprising is the speed with which the Japanese 
moved to take over the organization and the skills necessary to 
modern industrialism. For example, w^hile other peoples in Asia 
have shown no less aptitude for mechanical skills, the Japanese, 
aided by geographic circumstance, accomplished with unsual facility 
the great occupational and regional shifts in population which were 
no less important for industrialization. (See Cliapter 9.) Consider- 
ing the age-old emphasis on status and coiiforrnity, and the attach- 
ment of the peasant family to the soil, one might have looked for 
much more inertia, if not active resistance, when it came to new modes 
of activity which put a premium on personal initiative and dynamic 
change. 

It appears, too, that the Japanese experienced less difficulty 
than most Oriental peoples in building and operating large-scale 
administrative structures which would make effective use uf the new 
skills and energies in modern business and government. Elsewhere 
in Asia, such structures have degenerated all too often into night- 
mares of nepotism, corruption, and administrative disorder. Japa- 
nese society, like Chinese society, was traditionally oriented on a 

SB Charles V. Sale, “Some Statistics of Japan/* Journal of the Royal Statistical 
Society 9 vol. lxxiv, no. 6, April 1911, p. 472. 
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family basis in considerable degree. But not in the same exclusive, 
atomistic fashion. The family obligation was qualified by, and ideally 
subordinate to, higher loyalties to one’s overlord, and ultimately to 
tlie emperor. This helped not only to forge a new political unity 
after 18(58, with the almost bloodless surrender by the feudal no- 
bility of its traditional prerogatives, but also to create other new 
forms of social cooperation which functioned fairly efficiently.®® 

In the military realm, most vividly perhaps, one sees how Japan’s 
feudal heritage helped her to take over modern patterns of large- 
scale administration. The modern Japanese Army has had its cliques 
and internal ]>olitical intrigues. Yet it is interesting how quickly the 
tjapanese created a centralized structure of command and general 
staff, based on German models, a modern system of technical train- 
ing, and a practice of assigning new young officers on the basis of 
merit to responsible posts of command and administration. Their 
success in this regard, and the utter failure of the Chinese mandarin- 
ate under Li Hung-chang, gave Japan an easy victory over China 
in 1894-95. The same traits applied in the business world, in more 
qualified fasluon, contributed greatly to the growth and efficiency 
of large financial and industrial organizations. They facilitated the 
adoption of joint-stock enterprise and the factory system. And 
they gave a degree of cohesion and order to the whole process of 
political and economic development which is one of the most strik- 
ing features of modern Japan. 

Yet respect for hierarchy, group discipline, and teamwork will 
not alone create modern industrialism. They may serve only to stifle 
it. One should beware of exaggerating this feature of Japanese 
modernization. It w'as an asset only insofar as it was accompanied 
by, and did not stultify, tlie ambition to advance through adopting 
new ways, and the willingness to adventure alofig new' paths pio- 
neered b}^ leaders. Since it is so commonly stressed in accounts of 
Japanese industrialization, I have chosen rather to emphasize the 
factors of innovation and enterprise. Only slowly and unevenly did 
new value standards and technical capacities mature, of course. And 
they remained heavily qualified among the great mass of the people, 
especially in the more remote rural areas, aw'ay from the urban 
centers of change. Yet it was this process, advancing bit by bit 
through a wide range of occupations, which gave mass and momen- 
tum to Japan’s economic advance. 

The State and Economic Growth: Conclusions. The dynamics of 
Japan’s economic development thus involved numerous elements of 

See Marion .1. I.evy, “Contrasting Factors in the Modernization of China and 
Japan,” Economic Development and Cultural Change, vol. ii, no. 3, October 1963, 
pp. 161-97. 
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social organization, geographic circumstance, and historical setting. 
Many of them are not difficult to observe in operation. But to evalu- 
ate and integrate all of them in a comprehensive theory of economic 
growth which really gets at the root of the matter is hardly to be 
attempted in the present state of knowledge. Perhaps, to quote Lionel 
Robbins again, it is better left to poets and metaphysicians. 

One aspect of the matter in particular, the role of political forces 
operating through agencies of the State, has been examined in this 
chapter. The outlook, the energies, and the authority of the Meiji 
leaders were clearly of immense significance, leaving a deep imprint 
on the subsequent course of economic development. 

Yet the picture which emerges does not show the State in the 
central planning and directing role often ascribed to it, so far as 
the principal areas of economic growth are concerned. Especially 
is this true of the period after 1890, when the great expansion took 
place. Certainly no sufficient explanation of Japan’s industrial de- 
velopment can be found merely in the thesis that her political 
tradition endowed her with an authoritarian military caste which 
engineered the modernization and industrialization of their country 
as the means to national power.®^ The existence of a strong central 
government infused with imperial ambitions served in some respects 
to stimulate and facilitate the process ; in otlier respects it operated 
as a decided drag; in still other respects it had little direct influence 
on what took place. 

The truly signal contributions to economic growth w^hich were 
made through the political mechanism were, first, to ward off foreign 
subjection and assure the nation’s political unity and order; second, 
to clear aw^ay the whole complex of political obstacles to freedom of 
ownership, occupation, and movement; and third, to carry through 
a series of architectural reforms in law, education, taxation, cur- 
rency, etc. which created a setting favorable to the emergence of 
new forms of productive enterprise. In the realm of industrial de- 
velopment, particularly, the government furnished more direct en- 
couragements a»id even actual entrepreneurship during the earlier 
years. Yet its influences exerted here through the prewar decades 
were inconsistent and discriminatory in their total effect, so far as 
real economic growth was concerned. 

While the Meiji State was absolutist in politics, it was not totali- 
tarian. Its policies widened steadily the range of personal freedom 
and opportunity in economic life. Such opportunity remained closely 

M Nevertheless, for an interesting comparison between Japan and China in this 
respect see Hu Shih, “The Modernisation of China and Japan: A Comparative 
Study in Cultural Conflict,” China Quarterly, vol. 6, no. 4, winter number, supple- 
ment, 1940, pp. 773-60. 
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circumscribed for most people, and freedom was all too often the 
freedom to be exploited by the moneylender and the landlord. On 
the other hand, the State never substituted political rewards and 
punishments for private incentives to material gain. It enlarged the 
sphere of private ownership rather than government collectivization. 
It replaced a harsh and oppressive rule by feudal aristocrats with 
something which approached increasingly the modern standards of 
constitutional rule by law. The Japanese adopted Western tech- 
nology much more readily than ideas of personal freedom ; the latter 
remain heavily qualified to this day. Probably, too, the dependence 
of one on the other is less unconditional in the twentieth century 
than in the pioneering days before 1850. Yet it is significant that 
the Industrial Revolution in Japan, as in most of the West, was 
generated by such innovations as the abolition of heritable servitude, 
legal equality before the law, free choice of occupation and residence, 
and the construction of a new framework of security *and oppor- 
tunity within which private enterprise could develop. 

Notwithstanding other, less constructive aspects of State policy, 
this framework made possible the building of a new national market 
for goods and capital, linked with the outside world through ex- 
panding trade. It encouraged that internal mobility of people 
among jobs and places which was so essential to economic growth 
and structural change. It provided a climate favorable to ihe cumula- 
tive advance of new investment and technical change. Other features 
of State encouragement and regulation reviewed earlier in this 
chapter were important in their respective spheres, of course. No 
one would say of Japan, as of nineteenth century Britain, that her 
industrial development “owed practically nothing to State aid.”** 
But where State action contributed to the expansion of Japan’s 
productive powers, and did not merely warp it in particular direc- 
tions, or redistribute its benefits among classes, it served mainly to 
hasten and facilitate a process the chief motive force of which lay 
elsewhere. 

The case of Japan is nevertheless significant, perhaps unique in 
Asia, in that political and social leadership throughout this period 
of transition was exercised by certain dominant groups who re- 
mained firmly in the saddle and were technologically progressive on 
the whole. These groups maintained their ascendency, accommo- 
dated their differences, and pursued their aims through a variety 
of social institutions and controls. Of these the political hierarchy 
was only one, although perhaps the most important. 

Here, paradoxically, we may have the reason why direct State 

«2 L. C. A. Knowles, The Industrial and Commercial Revolutions in Great Britain 
during the Nineteenth Century, London, 1921, p. 171. 
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intervention in economic life was rather limited through most of 
the prewar period, judged by modern standards. Given the temper 
of Japan's leaders, their control over wealth, and the strength of the 
Japanese social fabric, it was unnecessary to rely on State coercion 
extensively to mobilize resources for industrialization. Moreover, 
while different elements of the ruling coalition — for example, the 
military and the zaihatsu — often had divergent interests, they found 
it possible for a long time to harmonize their differences in a po- 
litical regime with limited economic responsibilities ; and no popular 
movement arose with sufficient power to wrest control and impose 
a different pattern. 

Commenting on this point, Robert E. Ward raises more ex- 
plicitly “the question whether or not reasonably effective national 
economic planning and the satisfactory implementation of large- 
scale developmental programs require the same degree of overt 
positive State participation in Japan — or perhaps in any major 
Oriental society — that the achievement of comparable results would 
necessitate in a Western societ}".” He continues: “Making due al- 
lowance for the imperfection of the following categories, is it still 
not possible, in a Japanese cultural context characterized by a rela- 
tively homogeneous and continuous ruling class, a tradition of cob 
lective action and responsibility and some general pragmatic agree- 
ment that industrialization and economic development are desirable, 
that such informal oligarchic solidarity would of itself prove capa- 
ble of achieving many of the results reflected l)y Japan's present 
stage of economic development.^ Such societies perhaps have more 
‘built-in social controls’ than do more individualistically-structured 
ones. If so, this may somewhat explain the surprising moderation of 
the Japanese government in terms of formal participation in or 
the imposition of extensive controls on the national economy prior 
to the lOJO’s.”*** 

It may well have been these circumstances which made Japan as 
responsive as she was to tlic liberal principles of economic organiza- 
tion current in the nineteenth century West, and enabled the sys- 
tem of private enterprise to prevail in such large degree for half 
a century. Significantly, it was only as internal tensions mounted 
after 1925, and as international tensions gathered throughout the 
world, that the State moved increasingly to take over direct control 
and management of the Japanese economy. 

How far these circumstances prevail elsew'here today in Asia— or 
in postwar Japan itself — is less clear. As regards capital forma- 

83 Comments on this chapter submitted to the Conference on Economic Growth in 
Selected Countries, April 26-27, 1962, sponsored by tbe Social Science Research 
Council. 
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tion, for example, it may be doubted whether private initiative can 
do the job, or will be allowed to do it, in anything like the same 
degree. Many of the peoples of Asia are developing a set of social 
expectations and immediate demands such that they will probably 
be unwilling to tolerate the great inequalities of private property 
and income so patiently borne by the Japanese. Equally important, 
where income continues to be as unequally distributed as it is in, 
say, the Philippines, there is little evidence that the well-to-do class 
is disposed so largely as it was in prewar Japan to save and invest 
its money in creating new capital assets for productive enterprise. 

A greater spirit of egalitarianism among the people, and a lack of 
entrepreneurial spirit among the owning class, where they prevail, 
will impel greater reliance on the State to mobilize capital and as- 
sume the risks and responsibilities of economic development, if it 
is to take place on any scale. Also, the tradition of private enterprise 
is greatly weakened, where it has not been discarded altogether, in 
the West. Moreover, the internal cleavage and balance of forces 
in most countries of Asia are such as to create a more violent strug- 
gle for political power than in prc-1931 Japan. These factors ac- 
centuate still further the* tendency to State intervention in economic 
life as a weapon for enforcing the will of the group which manages 
to seize control of the apparatus of government. Finally, interna- 
tional tension and insecurity in the East, no less tlian tlic West, 
work in the same direction. 

So far as this holds true, the pattern of organization and entre- 
preneurship which produced such rapid economic growth in Japan 
can hardly be duplicated elsewhere in Asia. Whether this is for bet- 
ter or worse remains to be seen. From the standpoint of democracy 
and well-being, one would hope that some of the human costs and 
social injustices of the Japanese experience could be avoided. The 
dilemma appears to lie in the urgent demands being made on new, 
untried governments to produce large and impressive results, when 
these governments are so lacking in the very skills and standards 
of large-scale, responsible administration which the job requires. 
Perhaps, as in Japan, once a pattern of order and growth is estab- 
lished, an initial period of State leadership and control will give 
way later to a larger measure of private enterprise, with some de- 
pendable demarcation of their respective spheres. The tasks re- 
quired of the State are crucial in all these countries. Yet it is hard 
to see how their economic development can be either rapid or sus- 
tained without the release of the spring of private initiative. 

In any case the lessons of Japan are w^orth pondering. In two 
respects they are a warning. Unless population growth can be held 
in check, the mere increase in numbers will absorb much of the 
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gain of development. And unless political institutions can be created 
to harness productive power to welfare goals, still more of the gain 
may be dissipated in war and conquest. 

But there is also a more constructive lesson in Japan’s experi- 
ence. It testifies to the potential of one Asiatic people at least for 
assimilating the skills necessary to economic progress, once a frame- 
work and atmosphere are provided to give full play to their produc- 
tive energies. If the history of modern Japan argues for vigorous 
leadership in economic development, it is a tribute no less to the 
capacities of the common people. 
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553; nature of real capital, 179-80, 194- 
95, 237-45; and technology, 179-86, 191- 
99, 470-71, 475, 477. 479; paid up, of 
companies, 209n, 251, 260n; sources in 
industry, 222, 286-87, 289, 293n; and 
economic growth, 236-37, 301-04; and 
investment demands, 245-53, 294-301; 
historical growth, 245 -'^ 8 ; and foreign 
borrowing, 253-62; and savings, 268-88; 
income from, 274-80; role of credit ex- 
pansion, 299-301, 512-21; and tax poli- 
cies, 523, 624, 527 

capitalism, 11-12, 199-200, 303-04, 307-09, 
499-500, 660-65, 571-76, 683-86. See alto 
enterprise, business 
cart traffic, 107 

cartels, 62. 71-72, 220-21n, 230-31, 667-71 
caste, tee class distinctions 
catering and amusements, 131, 447t, 472t 
cattle and poultry, tee livr.stock industry 
cement, 14, 46, 62. 71, 367, 384, 388t. 568 
Central bank for Cooperative Associa- 
tions, 516 

ceramics, tee pottery industry 
chemicals: production, 14, 40, 71, 115t, 
118, 182, 184t, 456t. 467-69, 542; exports, 
842t, 367-68 

child labor, 30, 303, 485, 486, 492. 656-69 
passim 

China, 13, 19, 21. 64. 76, 80t. 97, 107, 143, 
148, 254, 406-07, 409n, 412, 586-87; dy- 
nastic cycle, 7n; Japanese trade, 29, 31- 
32, 33, 91. 395t, 397, 533-34, 636; Jap- 
anese loans and investments, 42, 255, 
261-62, 517, 534, 538n; landowmership 
and public works, 241. 296-97 
ehonin, see merchant class 
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Chosen, Dank of, 249-50, 616-17 
Choshu, 10 
cities, 141, 426; in Tokugawa era, 4n, 482, 
650; growth, 18, 43, 373, 482-86, 487, 
489-90, 579; conditions of work, 149, 
486-87, 489n, 660; birth rates, 154, 462n 
Civil Code of 1890, 567 
class distinctions: in feudal times, 3-4, 6, 
106n; in modern Japan, 9, 11-12, 187, 
284, 479-80, 496-97, 512, 583-84, 587, 590 
clothing: consumption, 74, 146-48, 388t, 
393-94; imports of fibers, 383, 388t, 393- 
94; expenditures, 41 4t, 418, 41 9t, 422t, 
424, 428-33 passim; income elasticity of 
demand, 428-30 passim 
coal: consumption, 14-15, 22, 93t, 113t, 
388t; production, 47, 91-92, 369-60, 
388t: imports and exports, 91, 342, 383t, 
38Ht, 391; reserves, 91-92, 637; techin»l- 
ogy, 92, 108, 173, 176 

colonies: trade, 50-51, 342t, 362, 368-69, 
888t, 392-93, 395-96, 402-04, 533, 536; 
economic value, 60-53, 533-39; national 
income, 52; Ja]»anese population, 157; 
investment in, 261, 262, 535; expenditure 
on, 290-91 ; shipping and service trans- 
actions, 345ri, 349-50 
“combined investment,’’ 227-28 
combines, industrial, 59-62; control de- 
vices, 216-23; family character. 215-16, 
220; political and legal aspects, 220-21, 
662, 664-71 ; structure and behavior, 
223-32, 585-86; economies, 226-28; 

achievements, 232-34; social conse- 
quences, 234-35; and savings, 286-87 
commerce, »ee trade, wholesale and retail 
common rights in agriculture, 662-53 
communications, electrical, 14, 106, 321. 
447t. 472t, 608 

companies, 3.9, 199-200, 209, 217, 260;, , 
266n, 286-87, 565-66. Sfe nho pmfits, 
company 

competition, husine.ss: in large-scale in 
dustry, 69-62, 223-32; in hanking, 60, 
219-20; in small-scale industry, 201-12; 
in foreign trade, 233-34; State policy 
toward, 560-71 passim. See also coni- 
hines, industrial; indu.stry, small- and 
large-scale 

concentration of controls, aee combines, 
industrial 

Constitution of 1889, 10-11, 62 
construction industry, 242-44, 246, 2661, 
414t, 472 

consumer goods, imports, 69, 258, 273, 
324-26, 363, 622, 540, 643; pnaliicti.m, 
71, 203-04, 455-61, 576; in national 


wealth, 239-40; taxation, 522-26 passim. 
See also consumption 
consumption: in Tokugawa era, 5, 279n, 
284n; historical rise, 34, 40-41, 44, 55, 
74-75, 143-50, 187, 280-88, 430-33. 590- 
92; and inflation, 40-41, 144-45, 299-300, 
520; and foreign trade, 55, 69, 273, 
807-09, 316, 325, 363-64, 369, 378-94, 
441-42, 540, 543; self-supplied, 56n, 
275n, 450; and population growth, 138- 
40, 154, 165-66, 271; and income, 139- 
43; real wages as measure, 143-45; 
international comparisons, 147-48; na- 
tional expenditures, 266t, 413-20; and 
saving.s, 269-71, 302-04; and income 
inequalities, 271-80; 31 6n; other in- 
fluences, 280-88; formalism, 286; fam- 
ily expenditure, 411-13, 420-30; in- 

come elasticities of demand, 425-30, 
441-42; taxation of. 522-26, 540, 543. 
See also consumer goods; food; textile 
indiKstries; other individwtl rommodi- 
tie$ 

cooperatives, 293, 516, 553, 665 
copper, 14, 90, 224, 337, 541 ; supply po.si- 
tion, 344, 359-61, 38Ht 
corporate law, 565-66 
corporations, aee companies 
c<»st of living. 41, 69, 70, 263, 299; index, 
143-46 

^cotton industry and trade: growth, 14, 
23n, 28-32, *40, 46, 1131 172, 457-58; 
technology, 23n, 28*30, .32, 40n, 46, 68- 
69. 172-7^ 332, 371, 374-7.5; raw cotton 
im]>orts, 25, 32, H7n, 95, 224, 230-31 n, 
383^, 388t, 393-94; f»>reign trade in 
manufacture*:, 28-32, 38, 4.5-46, 66-69, 
324-28 passim, .342t, 366, 383t, .388t, 
.39,3-94, 5U;#lHbor, 30, 69, 170-77. 197. 
235n, 485 86, 489, 490, 49.3, 659; con- 
sumption of products, 74, 172, 324, 375, 
388t, 393-94, .521; size of plants, 

202t, 205t, 206, 224, 230, 376, 489-90; 
taxation, .522, 62t, .527 
currency and credit: in 'J'okugawa era, 
.5, 6; Meiji developnicnls, 13-14, 19, 
248, 512-14; inflationary tendencies 

from 1904 to 1919, 36-37, .39-42; durinir 
interwar years, .58-59, 62-70 passim, 76; 
depreciation and trade adjustment, 65- 
70 passim, 316-18, 401-02, 532-33; .secu- 
lar expan.sion, 299 3(io. .517-21 See afao 
hanking; prices, wholesale 

daimyd (feudal lords), 4, 6, 8, 9, 248, 
279n, 284, 482 
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debt, public, 89-36, 70, 247-48, 260-51, 
264, 265, 256, 260, 265, 288, 291, 516 
demand, see Chapter 8; also consump- 
tion; market, domestic; trade, overseas 
democracy: and Meiji Restoration, 10-12, 
78, 479-80, 504-06, 561-53, 581, 589; and 
economic inequalities, 43, 61-62, lOo, 
141-42, 234-85, 271-72, 274, 284, 486-87, 
496-97, 526, 658, 589-91 ; role of educa- 
tion, 510-12 

Deposits Bureau, see savings, postal 
diet, 41, 74, 146, 143, 283, 386-87, 424, 433. 

See also consumption; food 
domestic service, 132, 447t, 449, 465, 472t 
draft animals, 26, 195. See also livestock 
industry 

Dutch, early role, 4n, 305, 321, 324 

earthquake of 1923, 42-43, 68, 265 
economic development: uneven, 78-79; 
energy utilization, 79-80, 92, 179-82; 
primary production, 96-100; geo- 
graphic and social mobility, 105-09, 
327-28, 479-98; small- and large-scale 
enterprise, 110-13, 201-14, ^20-22. 232- 
35, 487-94, 574-75, 578, 583-87; factory 
.system, 119-27; service trade.s, 127-32; 
growth of output and consumption, 
134-50, 411-13, 430-33; population 

growth, 152-67, 482-84; productivity 
increment, 168-76; markets, 185-91, 
335-36; capital, 191-93, 236-45, 245-46, 
268-71, 301-04; small unit improve- 
ments, 191-99, 584; cntcrpri.se, 199-201, 
499-503, 678-87 ; foreign borrowing, 

252-58; premium on land, 294-98; over- 
seas trade, 298-99, 305-11, 318-20, a34- 
40, 351-53, 377, 378-86, 393-404, 438-43; 
inflation, 299-300, 519-21; technological 
borrowing, 320-34, 578-87; w^ar, 332-33, 
402-04, 503-05, 676-78; economic foreign 
policies, ,330-31, 529-31; structure of 
demand and employment, 405-11, 434- 
43, 450-54, 461-69; urbanization, 482- 
87 ; geographic and social factors, 494- 
95, 578-87; education, 497, 509-12; polit- 
ical ba.se.s, 503-07; taxation, 525-27; 
tariffs, 631-33, 543-44; Empire, 533-39; 
agrarian jmlicy, 551-56; personal free- 
dom, 557, 564-66, 572-74. 578, 688-89; 
the State (summary), 671-92 
Economic Stabilization Board, 266t, 414t 
education: role in economic development, 
22n, 148, 497, 510-12; expenditures, 
41 9t. 422t, 424-26, 433n 
elasticity of demand, income, 412-13, 442 
electric power: production and uses, 46, 
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93t, list, 118, 120-21n, 128-27, 46tit; 
foreign capital, 40 

electrical equipment industry, 48, 224-25, 
328, 829-30, 333, 843, 867, 872, 484ii, 670 
Emergency Funds Adjustment Law, 571 
emigration, 157-58, 466, 535-86 
Empire, Japanese, 50-68, 402-04, 588-89, 
677-78. See also colonies; war 
employers: importance of small, 111-12, 
207-13, 684-86; and labor standards, 
236n, 485-86, 667, 556, 669 
employment: industrialization of, 21-22, 
32, 33, 73, 103-04, 131-32, 207-10, 406- 
11, 482-94; in service trades, 128-82; of 
women, 156-57, 184n, 465t, 465, 489n, 
556; urbanization of, 158, 482-87; and 
international specialization, 434-48; 
interwar trends, 463-69; and produc- 
tivity, 469-79; mobility, 479-62; rural 
diversification, 487-94 * 

Employment Exchanges Act, 558 
energy utilization: international com- 
parisons, 79-81, 181 ; and industrial 
efficiency, 92, 123-27, 180-82; sources, 
93t 

England, comparisons with: Industrial 
Revolution, 3, 99, 138, 161, 187, 320, 827, 
332, ot6. 572, 578. 580-81n, 583n, 589; 
labor, 30, 166n, 490, 5'i9-60. 678; over- 
sea*; trade, 32, 46, 169, 816, 320, 827, 
335-36, 366, 371, 387, 441; industrial 
technology and organization, 80, 182, 
161, 177-79, 180, 183-85, 220, 276-77, 
371, 406, 561, 566; accounting, 84n; 
coal, 90, 91, 108n; population and 
land, 99, 153, 164; savings and con- 
sumption, 164, 283, 429; interest rates, 
290t; landow'nership, 298n; education, 
51 In; tax structure, 526n; feudalism, 
550-51 

enterprise, busine.ss: State policy toward, 
14-15, 22-23, 606-09, 660-71; diversity 
and importance, 199-201, 499-501; the 
small entrepreneur, 201-14; the great 
combine, 214-22; large-scale industry, 
223-35; restriction of foreign business, 
321-23; organization for export mar- 
kets, 336-39, 369-78; basic stimuli to 
growth, 578-87 
exclusion policy, 4, 305, 550 
expenditures, household, 280-86, 411-13, 
420-33 

export guilds, 532, 569-71 
ex]u>rts: secular growth, 15-16, 17, 22, 
27-34, 44-45, 51, 53-54, 64-70, 140-41, 
189-90; and industrial technology, 189- 
91, 334-39, 369-78; produced in small- 
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scale industry, 20G, RGl-62. 569-71; 

undervaluation, 257t, 3131; indices of 
value, volume, price, 8131, 3551; net 
receipts and national product, 
commodities classified in relation to 
output, 341-44, 351-69; services, 314-45, 
347-51 ; regional distribution, 394-404; 
government eiicourageriieiits, 527-28, 
631-33, 536, 644, 561-62 
extractive industries, primary in- 

dustries 

extraterritoriality, 8, 19, 322 

Factory Act of 1911, 235ii, 557, 559 
fair-trade practices, 220 
family budgets, get expenditures, house- 
hold 

family system, 215-16, 220, 496-97, 653, 
559n, 563n, 586-87 
family workers, number, 208t 
fats and oils, 343, 386, 388t 
fertility, human, 152, 153-54, 482 
fertilisers; growing use, 89-90, 19 i, 242, 
357n, 640; supply position, 384, 388t, 
391-92 

feudalism; character of, 3 5, 549-51; 
decay and overthrow, 5-12; use of 
term, 295n. See aho Tokugawa era 
finance: net product, 447-48; employ- 
ment, 472t 

fisheries: growth of outpi % 87t, 90-91, 
170, 358-59, 4x52n; organization, 91, 
358, 553. 555; overseas trade, 3t2t, 
359n; net product, 447; employment, 
472t 

food; production, 21, 25, 44, 86-89, 95 
97, 386; consumption, 3t, 41, 74, 146- 

48, 386-87, 388t, 42 1, 433, overseas 
trade, 44, 50, 55, 95 97, 3541, 355t, 35o- 
59, 363, 383t, 386-87, 38Ht, 5.30-37; im- 
port tariffs, 50-51, 55, 511; and trans- 
port, 108n; proceti’-ing industries, 182, 
I84t, 203, 456t, 4771; exTvnditurcs, 411 
12, 414t, 41.5, 41 9t, 422t, 421-2.5, 428 .33 

foreign borrowing (cH]>ital), 11, 36-37, 
2.38n, 2.52-62 p/issim; and inflow of 
technology, 49-50, .321-2.3. See algo 

balance of payments 
foreign business investment in Japan, 

49, 254-5.5, 258-60, 321-23; direct 

American investment, 260n, .322-2.3 

foreign exchange rates, 16, 41 n, -58, 6.5, 
178t, 257t. See aleo currency ai.d credit 
foreign experts, 12, 14, 328-29 
foreign loans and Investments (by 
Japanese), 42, 238n, 25.5, 2.58-62 passim. 


266t, 414t, 415, 535. See aUo balance of 
payments 

foreign merchants, 12, 329-30, 338 
"foreign trade, gee exports; imports; 
trade, overseas 

forestry, 87t, 361-62, 554-55. See also 
wood products 

Formosa, 19, 261, .535; trade with Japan, 
50, 51. 342t. 362. 383t, 386, 396-96, 633, 
5.36. See nleo colonies 
Frazar and Company, 329-30 
freedom: as outgrowth of Meiji reforms, 
.3, 9, 10-11, 479-81, 486, 496-97, 561-54, 
6.57, 688-89; in economic relations 

abroad, 3.30-31, 402-03, 505, 531-32; of 
movement, 479 HI; of corporate busi- 
ness, 564-66; in economic life, 574, 
.584, 588-89 

French Revolution, compared wdth MeiJi 
reforms, 6-7n. 9, 11, 1.3-14, 5.51-52, 572 
fuel, gee energy utilization 
Fujita, 224 

Fuktizawa Yukichi, 324 
Furukawa, 215, 224 

gainfully occupied, gee labor force 
gas: corisumpti(m, 93t ; output (w'ith 
electricity), 115t, 118, 456t 
geographic factors in growth, 12, 96 97, 
106, I08n, 189, 240-42, .349, .3.51 -.52, 396, 
4.38-40, 494-95, 55.3, 579. g] 

(Jermnny, coriipcirlsons with; foreign 
trade,’ .5.5, 316, .538; industrial tech- 
nology P’.id organization, 86t, 105, 106, 
177- 70, 180, 18.3-85, 276 77, .327, 371, 
406, ,561 ; population, 152, 153 
gold: specie movements and balances, 15- 
16, .37, 41, 42, .58, 63, 2,55, 2.57t, 258, 300; 
standard, 19, 63, 64, 2.54, 322. .514; pro- 
duction, 361 

g«»v< rninent, gee Chapter 10; also gperi- 
fir tnpirgy e.7.. agriculture, banking, 
industry, .shijtping, tariffs, war 
government control of business, 14-1.5, 
59-60, 72, 220-21, 22.5 26, 2.30, 249, 506- 
09, .560 71; through financial instru- 
ments, 61.5-16, 527 28; summary, 671- 
7.5, 578, 688-90 

government expenditure.^, 1.3-14, 188, 

266t. 4I4t. 41.5, 513-14, 526, 676; for 
military jiurjioses, 3.5, 70, 74, 2.50-51, 
2.56, 290-92, 299 .300, 432, 621 ; and con- 
sumption, 142-43; and capital forma- 
tion, 240-41, 246-48, 2.50-52; and foreign 
borrowing, 250-.5H passim; in agricul- 
ture, 524, 56.3-56 passim; in form of 
subsidies, 528-29 
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government ownership of industry, 14- 

15, 22-24, 109-10, 247-48, 447t, 458, 472t. 
60G-09, 5ti0-(i2, 575-7G 

government services: emjdoyinent, 131, 
465t, 472t ; net value, 447t, 453-54 
gross national product and expenditure, 
2GGt, 414-20; war outlays in, 291 guilds, 
4, 12, 5G1-G2, 568-70 

handicraft industries: importance, 17, 25, 
28, 203 06, 210, 211, 225, 336; displace 
ment, 79, 162n, 324-26,' 374-75. Hee also 
industry, small-scale 
Health insurance Act «)f 1922, 5.58-.59 
heat and light: national expenditure, 
4I4t, 41H, 419t, 433n; household expend- 
iture, 422t, 424. 432 
hides and skins, 384, 388t 
llijikata, S., estimates of labor force, 
129-30, 156-56n 
Hi/en, 10 

hoarding and investment, 291-98 
Hokkaido, H6-h7n, 328, 483, 490 
holding eoinpaiiies, 215-17. Stf^Uso cuin- 
bmes, industrial 

hours of work: in industry, 122, 172, 
176n, 179, 492, 556, 557-58, 559; in 
agriculture, 194n, 463, 467, 491 
household industr), see industry, small- 
scale 

Honshu, 86 K7n, 312n, 490 
housing, 362; national expenditures. Hit, 
418, 419t, 4^1^hi: family cxpenditiirc.s, 
I22t, 424, 428-33; income elasticity of 
demand, 428-30 

Hypothec Hank of .Inpaii. 219-50, 516, 
555 

Ikazawa, sources of income, 490-91 
Imperial Household, 278, 496, 515 
imperialism, halanee sheet of, 533-39. See 
also colonies; war 

imports: secular growth, 15, 22, 2.5, 33, 
38, 41, 45, 48-49, .50-51, 66-70, 73-74, 91 ; 
in relation to output and consumption, 
t»y classes, 95-97, 378 86; in relation to 
income and consumption, 140- H, 315 

16, 379-80, 382; and monopoly, 233-34; 
indices of value, volume, price, 31.3t, 
355t; and technological advance. 321- 
34- icgional sources, 325n, 380, 386-87, 
390 91, ,391-404; embodied in e\|M>r!s, 
341-44, 383 85; classified tiy stage of 
production, 353-.56; from F-nipire, 380, 
383t, 386 87, 390-91, 533, 536 39; tariff 
policies, 631-33, 540-44 
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income, household: di-stribution, 272t, 273; 

ex])enditure patterns, 420-.33 
income, inequality of, 61-62, 100, 526; 
and consumption, 141-42; and savings, 
271, 278-80, 591 ; historical changes, 
271-72, 279n; distrilnition, 272t, 273; 
influenced by property owmership, 274- 
80; and social mobility, 496 97 
income tax, 272n, 521-27 passim 
indemnity, Chine.se, 19, 35, 251-.55 
“independent” businessman, 204t, 207, 
210 

India: industrial comparisons, 21, 29, 
32n, 80t, 97, 117t, 118, 213-14; trade 
with Japan, 25, 32, 37, 68. 391, 395t, 
397; rail traflic, 109; income and con- 
sumption, list, 284, 412; moneylending, 
29.3n; agricultural ]>o])ulatioii, 406 
Indonesia (Netherlands Indies), HOt, 
148t; income and economic structure, 
436-38 

Industrial Association Law, 72 
IndiistriHl Hank of Japan, 2I9-.50, 616-17 
industrial control, see government con- 
trol nf business 

industrial control associations, 222, 563- 
61, 571 

Industrial Hulionalization. Bureau of, 
567 

industrial employment: grow'th, 21-22, 
32-33, 10, 73, lint, 120t, 462-69; by 
industries, 103, I77t; liy types of 

plants. 109-11, I72t; international com- 
parisons, 177-78t; hv size of estab- 
lishment, 201-06; urban-nirnl distri- 
bution, 482-94. See also employment; 
hour> of work; wages; women in 
industry 

industry: in Tokugawa era, 1, 6; rise 
of factory system, 14, 15, 17, 22-25, 
27 30, 46-18. 109 10, 119-27, 320-21; 

4.5,5-61; grow'th of output, 14-16, 22-25, 
27-33, 39-40, 46-48, 70-73, 113-21, 450- 
61 ; number of plants and nperatives. 
1.5, 113t, 120t, 122; technology and 

eflieiency, 17, 27-30, 32n, 40, 46, 48. 93t, 
lil-27, 171-73, 176-85, 191 92, 196 99, 
320-21, 324-28, 331-31, 369-78, 476-78, 
485-86, 511; role of combines 27-31, 
59-62, 214-17, 223-26; exptirts of prod- 
ucts, 43-49, 61-72, 189-91, 364-78; com- 
position of output, 46-18. 70-71, 1151, 

118-19, 45.5-62; energy sources, 93t, 
113t, 123-25, 181; markets, 96, 185-91, 
307. 334-40, 364-69, 405-11, 4.38-43; 

typos, 109-14, 447t, 172t; international 
cimiparisons, 117t, 118, 176-85, 213-11, 
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831>34; motive capacity, 120t, 128-27, 
179-82; number of companies, 209n; 
import competition and tariffs, 825-27, 
380-82, 639-44; raw material supplies, 
382-86, 388-94; rural diversification, 
487-94; State control, 506-09, 560-71. 
See also enterprise, business 
industry, large-scale, 22-25, 46-48, 197- 
98, 458-61; dominated by combines, 
214-23; structure, 223-27, 586-87; 

marketing practices, 228-32. See also 
combines, industrial 

industry, small-scale, 30, 110-13, 192-99, 
201-06; employment, 112t, 204t, 472t; 
net product, 1*78, 447t, 457-58; exports, 
206; organization, 206-14, 487-94, 561- 
62, 567, 568-71, 685; shortage of capital, 
289, 292-93; State policy toward, 661- 
62, 568-71 

industry, strategic, 14-16, 22-25, 70-72, 
109-10, 221, 247, 458, 484, 508, 528, 541- 
42, 575-77. See also military expendi- 
tures; shipping; war 
industry, world manufacturing, 117t 
infiation, see banking; cost of living; 

currency and credit; prices, wholesale 
inheritance law, 220n 
Innovation: catalytic role of imports, 
320-34; and enterprise, 499-501, 578-87 
Inouye, Junnosuke, 63-64 
insurance, 217, 447t 

interest income, 272n, 274-75, 474n, 522, 
526 

interest rates, 256, 288-90, 293n, 297 
‘‘intermediate'* production, 141, 408-9 
International Labor Organization, 558 
inventories, 239t, 2U-45, 414t 
ins'estment: and consumption, 142; and 
population growth, 164-67; and techni- 
cal advance, 191-99; in research and 
education, 194, 510-12; “coinbiiied,” 227- 
28; and economic developroent, 236-37, 
268-69, 801-04; construction activity, 
240-44; historical growth, 245-68 
passim; in national expenditure ac- 
counts, 265-68, 414t, 416; institutional- 
ized, 286-87; and war spending, 290- 
92, 577-78; role of banks, 292-93; and 
land preference, 294-98; yields, 297n; 
stimulated by foreign trade, 297-98, 
370; and credit expansion, 299-301, 512- 
21 passim; State enterprise, 506-09, 
572, 574-79, 686, 588-89. See also foreign 
borrowing; foreign business invest- 
ment; foreign loans; savings 
iron and steel industry, 23n, 24, 47, 109, 


list, 173, 224, 848, 383t, 388 t, 391, 398, 
508, 533 

Ito, HirobumI, 10 
Iwakura Tomomi, 12 
Iwasaki family, 215, 563n 

Japan Cotton Export Guild, 29n 
Japan Cotton Spinners’ Association, 29, 
son, 230-31, 235n, 876 
Japan Iron Manufacturing Company, see 
Yawata Iron Works 

Japan Proper, definition of term, 86-87n, 
312n 

joint-stock company, see company 
Kagoshima, 490 

Karafuto, see Sakhalin, southern 
Kido, Koin, 12 
Kobe, 373, 483, 484 

Korea, 19, 20, 50, 53. 158, 261, 535; trade 
with Japan, 50, 51, 342t, .162, 383t, 
386, 395-96, 533, 536. See also colonies 
Kuhara interests, 215 
Kurile Island.s, 86-H7n, 31 2n 
Kwantung Leased Territory, see Man- 
churia 

Kyoto, 4, 8, 326, 337, 483, 484 
Kyushu, 86-87n, 91, 105, 108, 310, 812n, 
490 

labor, efficiency of; secular rise, 24-25, 
28-30, 32n, 40, lOU, 121-27, 132, 168-70, 
469-79; and energy use, 78-81, 92-93; 
and population growth, 159-63; Japan 
and W'est compared, 175-85; and 
growth of markets, 185-91; and capital, 
191-99; fostered by imports, 324-31; 
and export markets: 369-78; and mo- 
bility, 479-81, 497; reduced by turn- 
over, 485-86; and education, 510-12 
labor force: secular growth, 129-31, 169t, 
462-66; and population, 152 59; by in- 
dustrial status, 208; interwnr changes, 
466-69; by chief occupation, 1930, 472; 
urbanization, 482-87. See also employ- 
ment 

labor incomes, 210, 274-80 passim; taxa- 
tion of, 524-26. See also wages 
«labor legislation, 234-35, 486-87, 556-60 
labor, mobility of: importance, 108-09, 
479-82; and urbanization, 482-87; In 
rural occupations, 487-94; geographic 
and social factors, 494-98 
labor, working conditions of, 80, 210-13, 
484-87, 492, 556-57, 5.59-60. See also 
hours of work; industry, employment 
in 
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lacquer wares, 203, 20Ct, 337 
land: tenure systems, 9, 25, 26, 98-99, 
196, 277-78, 297, 552, 554; taxation, 
9, 17, 26, 98-99, 240n, 448, 474, 521-27 
passim, 552; yields, IH, 88, 89-90, 94, 
194, 242, 653-54; cultivated area, 86t, 
89, 93, 176n, 193n, 352, 553; value, 195, 
239-42; premium on ownershi]), 295-98; 
specialization, 481n. See aleo agricul- 
ture 

large-scale organization, economies of, 
110-11, 163, 182-83, 191-93, 197-98, 201- 
06, 211, 213; within industrial com- 
bines, 226-28; in export industry, 226- 
28; capacity for, 586-87 
lead, 384, 888t 
Li Hung-chuiig, 587 

liberalism, 10-12, 43, 61-62, 76, 78, 234- 
35, 497, 506, 531-32, 558, 561, 585-86, 
588-89, 591 

livestock industry, 26, 87t, 195, 239t, 387, 
35)1, 551, 662n 

Looeboo (Hyukyii), Islands. 8(i-87n 
lumber, see forestry; w'ood products 

machinery and equipment industries: 
growth and modernization, 24-25, 40, 
48, 66, 71-72, 115t, 118, 367, 371-73, 418, 
455-<il; foreign ca))itul in, 49, 322-23; 
inqmrtance of government plants, 110, 
458; gross and net jtroduct, 182-84 pas- 
sim, 456t, 458-61; role of combines, 217, 
223-25, 227; in national wealth totals, 
239t, 242-43; catalytic role of imports, 
321, 324-34 passim; overseas trade, 
342t, 367, 3H3t. See also iron and steel 
industry; shipbuilding industry; etc. 
Major Industries Control Law, 72, 220- 
21 n, 567-68, 671 

Manchuria, 19. 29n, 51-52, 157, 221, 254, 
255n, 261, 359, 862, 386, 517, 533-38 
passim, 563 

manufacturers' guilds, 230, 568-71 
manufactures; index of Japanese pro- 
duction, list; index of world produc- 
tion, 117t; net value produced, I35t, 
177-78; markets for, 187-91, 405-13, 416, 
418, 419, 433, 434-43; produced in small 
plants, 203-06; exports of, 338-40, 354t, 
355t, 364-78; imports of, 364t. 355t, 380- 
82, 383t. See also industry; individual 
industries 

manufacturing, see industry; individual 
industries 

market, domestic, 4, 17-18, Ul, 225, 325; 
compared with foreign market, 53-54, 
95, 104-05, 307-10, 345, 349-50, 356-69 
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passim, 576 ; and transport, 105-09, 827- 
28, 480-81; and political independence, 
191, 434-38. 605, 589; redirection of 
demand, 411-20 

mats and matting, see straw products 
Matsudaira Yoshinaga, 821 
Matsukata, Masayoshi, 14 
Matsuoka, Yosuke, 638n 
meat, 146, 387. See aleo livestock industry 
mechanization, see agriculture — ^technol- 
ogy; energy utilization; industry — 
technology ; transportation — technolog- 
ical advance 

medical care, 143, 148, 486n; national 
expenditures, 419t, 433n; family ex- 
penditure, 422t, 425, 433 
Meiji reforms, 7-18, 247-49, 503-07, 510- 
14, 621, 549-54, 560-62, 571-72, 583, 
687-90; comparison with French Revo- 
lution, 6-7, 9, 11, 13-14^ 551-52 
mercantilism, 6, 504, 606, 573 
merchant class (chdnin)^ 6, 10, 550, 583 
merchant, import-ex j>ort, 329-30 
merchant marine, see shipping 
metallurgical industries: growth and 
modernization, 24, 47, 71, 113t, 115t, 
118, ]B4t, 359-60, 456-61 passim; scale 
and organization, 202t, 224, 227, 871- 
72; imports, exports, outi 'it, 342t, 359- 
60, 383t, 388t, 391 ; gross and net 
product, 456t 

military expenditures, 19, 35-36, 70-71, 
74-77 passim, 414t, 521, 524, 556; and 
consumption, 112-43; and capital for- 
mation, 246-47, 290-92; and foreign 
borrowing, 250-58 passim. See also 
armed forces; industry, strategic; war 
Mining Act of 1905, 657 
mining industry, 14, 24, 47, 70, 87t, 92; 
foreign trade, 91, 342t, 359-60, 383, 
388t, 391, 540; classified, lOln; labor 
efficiency, 173, 176n, 181; employment, 
176n, 465t, 472t, 486n, 557; zaibatsu 
interests, 224; value of properties, 
239t; net product, 447t 
Minseito, 63-64 

Mitsubishi interests, 59, 215, 216, 217, 
220, 223, 224, 226, 517, 546, 548, 6C3n 
Mitsui interests, 59, 210-11, 215, 216, 218- 
19. 220, 221, 223, 224, 226, 227, 278, 279, 
517, 548 

mobilitv, see labor, mobility of; trans- 
portation 

monopolies, fiscal, 522-27 passim 
monopolistic practices: in large-scale 
industry, 69-62, 223-32; and foreign 
competition, 233-34; State policy, 560- 
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71 passim. See aleo combines, industrial 
mortality, 80-81, 152-63, 156 
multilateralism. 394-404, 531-33 

Nagoya, 204, 373, 464 
Nagoya Commercial College, indices of 
production, 86t, 87t, 115t 
Nakajima, 221 

Nanyo, eee Pacific Islands mandate 
national income and net product: histori- 
cal growth, 17, 73-74, 134-38, 251n; as 
criterion of development, 132-33; list 
of estimates, 133n, 137n; related to 
consumption and savings, 138-43, 268- 
88; and terms of trade, 140-41, 317-18; 
intermediate product, 141, 408-09; 

productivity increment, 160, 168-70, 

175; paid out, by shares, 274-75; in 
relation to overseas trade, 315-16, 318, 
340-46, 379-80; in Indonesia, 436-38; 
changing components, 446-54; govern- 
ment share, 453-54. See also gross na- 
tional product and expenditure 
nationalism, 7-12 passim, 19, 78n, 403, 
503-06, 509, 510, 532, 534, 671-72, 688 
^‘national policy companies,’* 221, 509, 
515, 571 

national power: as objective of policy, 
9-12 piissim, 7«n, 106, 247, 403-04, 504- 
06,-509, 534-35, 645, 549, 672-74, 577-78, 
588; as consequence of development, 
81, ISO, 167-68, 333, 387 
national product, see gross national 
product; national income 
natural resource industries, see primary 
industries 

natural resources; in industrialization, 93- 
100, 108n, 163; as asset and liabili*^V, 
233, 679-80; in national wealth, ?i0- 
42; and international specialization, 
351-53, 363, 386-92, 434-43 
“New Economic Structure,” 571 
Nippon Yusen Kaisha, 23, 29n, 229n, 
348, 545-46, 54b 
Nishihara loans, 42, 517, 534n 
Nissan, 221, 224 

nitrogen fertilizer, see fertilizers 
note issue, see banking; currency and 
credit 

Ocean Service Subvention Act, 24, 547 
Oji Paper Company, 223 
Okubo, Toshimichi, 12, 504 
Okura, 215 

Oriental Development Company, 49, 249, 
254, 516 

Osaka, 4, 204, 810, 482, 483, 484, 486, 490 


Osaka Shoshen Kaisha, 348, 546, 548 

Pacific Islands mandate (Nanyo), 50, 61, 
261, 312n, 389 

paper industry, 182, 206; gross and net 
product, ]84t, 456t; monopoly, 223, 
568; production, imports, exports, 342t, 
862, 374, 383t, 388t 
partnership companies, 209 
pastoral industry, see livestock industry 
pensions aararded feudal nobility, 9, 248, 
613-14 

Perry, Commodore Matthew C., 7, 106n, 
320 

petroleum, OSt.* 383t, 388t, 391, 571 
“Petty’s Law,” 407 

phosphoric acid fertilizers, see fertilizers 
Police Regulations of 1900, 30, 557 
population: size and growth, 3, 4, 86t, 
103-04, 152. 153. 154, 155-56, 351-52. 
462-63, 4651; urhanizution, 18, 158, 482- 
87; life expectancy, 80-81; pressure, 
138-39, 153, 154, 157-59, 352, 494, 497, 
551, 653; and consumption, 140, 143; 
and labor force, 155-59, 481-82; arul 
imlustriul efficiency, 159-63, 185, 495, 
497, 563; and foreign trade, 160-61, 
351-52; and caf>itul formslion, 16:^67, 
269, 271; and national power, 167-68, 
887 

postal communications, 106n, 321, 447t 
|>otnsh fertilizers, see fertilizers 
pottery industry, 48, 205t, 225, 343, 366, 
372, 456t 

poH'er eee energy utilization ; electric 
pow’er 

prices, retail, see cost of living 
prices, wholesale, 39, 56-58, 63n, 144n, 
251n, 618; of export and im]>ort goods. 
73-74, 313t, 317-18; as defiator of 

money incomes, 134-35t; Rank of .lapim 
index, 3001. See also currency and 
credit 

primary industries: growth, 85-90; role 
in industrialization, 96-100; definition, 
loin, 405n; home v. overseas markets, 
351-64; output, imt>orts, consumptif>n, 
,386-94; and redirection of demand, 
405-13, 433, and international special- 
i/ntion, 434-43; net product, 450-54; 
employment trends, 462-69 
printing industry, 184t, 367, 456t, 459 
productivity of labor, eee labor, efficiency 
of 

professions: employment and produc- 
tivity, 128-31 passim, 157, 465t, 468, 
472t; net product, 447t 
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profits, company, 40n, 71n, 2521, 2d5n, 
274-75, 286-87; taxation of, 522-27 

passim 

pro]»erty incomes, 274-80; taxation, 22n, 
521-27 passim 

public finance, tee government exi)endi- 
tiires; taxation 

public utiiities, electric power; pubbe 
works; railways 

public works, 165. 239-42. 247-48. 250, 
296-97n 

railw'ays: construction and traffic, 14, 
22, 102t, 106, 108, 109, 2391 ; nationaliza- 
tion, 249, 250, 508; nef product, 4471, 
509n; employment and productivity, 
472t, 479 

raw materials: imports, 44, 50-51, 75, 95 
97, 319, 354t, 355t, 383t, 388t, 390-94, 
396-98, 536-39; production, 86t, 87t, 
88-98 passim, 352, 388t; and monopoly, 
233-34; exports. 337, 342t, 352-53, 354t, 
3551, 356-64, 383t, 388t; consumption, 
388t, 390-94; and industrial location, 
489-90n; tariff policy, 540-41, 543-44. 
See aho primary industries 
rayon industry: production, imports, ex- 
ports, 71, 342t, 383t, 388t, 39B-9-t, 401; 
combines in, 224; tariff protection, 541 
rice: price fluctuations, 6, 56-57; produc- 
tion and yields, 18, 21, 25, 44, 88, 93- 
94, 387, 388t; subsidies and tariffs, 55, 
528, 555, 556; crop reports, 81-n; con- 
sumption, 146, 388t; imports, 384, 386, 
3KHt 

Uicc Control Act t»f 1921, 55, 528, 555 
ricksha, 107, 327, 557 
rubber goods, 206, 342t, 367, 372, 383t, 
3881, 391 

Russo-Japanese War, 19, 20, 35, 36, 250, 
254, 258, 291, 518, 521, 577 

Sakhalin, southern (Karafuto)* 50, 61, 
86-87n. 261, 312n, 359, 361-62, 389, 
390 

salaried class: numbers, 112t, 208t; in- 
come, 276n, 277; family expenditures, 
421-25 passim 

salt: supply of, 388t; mnniifncturc, 447t; 

fiscal monopoly in, 522-26 passim 
mrnurai (feudal warrior class), 4, 5, 6, 
8, 10, 279n, 284n; awarded pensions, 9, 
248, 513-14; as Mciji leaders, 10, 12, 
13, 248, 321, 496, 606, 507, 583-84 
Satsuina clan, 10, 13, 248, 324 
savings, 199-200, 246, 248, 249, 251. 259, 
263; related to income and consump- 


tion, 142, 268-88, 302-04, 421-33 passbu, 
690-91; and population growth, 165-66, 
271; statistical estimates, 252t, 264-66, 
422-33 passim; and income inequali- 
ties, 271-80, 284-86, 287, 423, 428; 
other determinants, 280-88. See aleo in- 
vestment 

savings, corporate, eee profits, company 
savings, postal, 249-50, 278, 515, 516 
secondary industries, eee industry 
services: growth, 127-32, 135t, 1371, 461t; 
employment, 129-32, 462t, 465t, 468-69, 
472t; productivity of labor, 131-32, 
478-79; export of, 344-45, 847-51; as 
share of consumer spending, 418, 419t, 
433n: net product, 447t, 461t 
Shibusawa interests, 216, 663n 
Shikoku, 86-87n 

shipbuilding industry: growth in modern 
times, 14, 23-24, 224, $46-49; in Toku- 
gawa era, 305 

shipping: growth and modernization, 14, 
23-24, 39, 102t, 105-09, 348-51, 544-46; 
in balance of payments, 39, 257t» 345n, 
349-51; fuel, 93t; traffic and fleet 
distributkm, 108, 349-51 ; combine cort- 
trols and cartels, 229-31, 235n, 548-49; 
propt.ty value, 2391; foreign experts, 
329; government aids, 529n, 546-49 
Shogunatc, Tokugawa, 3-11 passim, 279n, 
305 

shokuin (managerial and technical work- 
ers), 112t, 208t 
sickness rates, 486n 

silk industry: growth, 14, 16, 27-28, 94, 
113t, 366,' 388t, 393-94, 450n, 488-89; 
technology. 14, 27-28, 30, 170, 188n, 
190, 197, 205t, 206, 326, 338-39, 374-76, 
488-89; exports, 16, 33, 45, 94, 188n, 
319-20, 336-39 passim, 342t, 343-44, 
3,56-57, 366, 374, 888t. 393-94, 398, 401 ; 
importance for agriculture, 28, 46, 63, 
94, 197, 490; labor and working con- 
ditions, 30. 197n, 488-89; prices, 66-57, 
401, 556-57 

small establishments, 201-14. See aleo 
industry, small-scale 

social security, dependent on family, 285, 
496 

social structure and economic develop- 
ment, 11-12, 234-35, 302-04, 480-81, 

495-97, 499, 511-12, .550, 563-64, 673-74, 
583-92 passim 

South M:inchurin Railway Company, 19, 
49, 51-52, 221, 249, 255n, 259, 262, 508- 
09, 515, 635 

specialization, regional: in Tokugawa era, 
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4» 186-87n; fostered by mobility, 106- 
09, 327-28, 479-82, 489-90n; and tech- 
nology, 166-87; stimulated by exports, 
873; in land use, 481n; growth of 
cities, 482-87; in rural industries, 489- 
91 

standardisation, 187-88, 836, 373-77 
standards of living, 34, 40, 44, 76; and 
trade competition, 69, 149-60, 676-77; 
and population growth, 138-39, 164, 
166-66, 271 ; as aflFected hy economic 
development, 138-60, 280-86, 302-04, 
816, 480-38, 590-92. See aUo consump- 
tion 

State, tee government 
steel, tee iron and steel industry 
straw products, 33, 203, 337, 871, 374, 
377, 399, 661 

subsidies, government, 628-29, 639, 641- 
42, 646-49 passim, 653-66 passim, 662 
sugar industry and trade, 14, 61, 96, 146, 
824, 842t, 356, 386-87, 388t, 481n, 627, 
636, 643 
sulphur, 361n 

Sumitomo interests, 215, 216, 217, 220, 
224, 648 

Suzuki and Company, 517 

Taiwan, Bank of, 249-50, 616-17 
Takahashi, Korekiyo, 70, 61 9n 
tariffs: limited by treaties, 9, 19, 639; on 
rice, 65; on Japanese good.s abroad, 68- 
69, 396, 398, 408-04, 632, 542, 669-70; 
revenue from, 623t, 52Gn; form of 
negotiation, 632-33; rise of protection, 
639-41; and preferential buying, 641- 
42; on consumer goods, 642-44; and 
economic growth, 644 
taxation: Meiji reforms, 9, 17, 98-99, 

621- 22, 652; subsequent structure and 
incidence, 26, 240, 251 n, 286, 448, 474n, 

622- 27; evasion, 221, 627n; and eco- 
nomic growth, 521, 625-27; discrimina- 
tory, 627-28 

tea: exfmrts and consumption, 342t, 388t; 

growth of output, 357-68 
technology: and population growth, 161- 
63, 658; improvements, 168-78, 329, 351, 
868-69; in Japan and West, 175-86; 
and markets, 185-91 ; and scale of in- 
vestment, 191-99; in small- and large- 
scale industry, 199-235 passim, 492-93; 
borrowings from West, 321-34; advance 
in export industries, 834-40, 369-78; 
and employment, 469-79; improved by 
education, 610-12; gains handicapped 


by inflation, 620-21 ; innovation and 
enterprise, 578-87 

telephones and telegraph, tee communica- 
tions, electrical 
Terauchi Masatake, 617 
tertiary Industries, tee services 
textile industries: in Tokugawa era, 4n; 
growth after 1868, 27-33, list, 119, 826- 
26, d88t, 467-69; business organiza- 
tion, 29-30, 216-17, 224, 229-30n, 230- 
31 n, 669; employment and labor con- 
ditions, 30, 32-33, 161n. 188-84, 235n, 
467, 477t, 486, 668-69; technology, 30, 
71, 161n, 172, 182-84 passim, 197t, 826- 
26, 332-33, 838-89, 871, 378-76; exports, 
80-83, 38, 45-46, 66-69, 839, 842t, 348-44, 
366, 374-76, 899, 401, 442; consump- 
tion of products, 74, 147, 382, 368t, 
398-94, 414t, 419t, 424, 428, 433t; gross 
and net product, 119, 276, 866, 466t, 
467-58, 477; size of plants, 202t, 206t, 
206, 376; imports of materials and 
fabrics. 824, 326, 326, 8831, 3881, 393- 
94, 541 
tin, 388t, 891 

tobacco, 342, 356; fiscal monopoly, 622, 
623, 624, 626 

Tokugnwa era, 3-8, 105, 279n, 2H4n, 296, 
806, 321, 482, 649-61. See alto variant 
tubject headirtfft 
Tokugawa leyasu, 7, 13 
Tokyo (Edo)I 4, 6, 105. 106, 226, 482, 483, 
484, 486, 489 

Tokyo Electric Light Company, 224, 822 
Tosa, 10 

Toyoda loom, 332 

trsde, overseas, 4, 15-16, 22, 27-34, 38- 42. 
44-46, 48-49, 64-70, 149-60; balance of, 
39, 68-69, 253-64, 267t, 313t, 816-17, 
400-02; Empire trade, 50-61, 533, .5.36- 
39; terms of, 69-70. 73-74; 140-41, Sll- 
18; and primary production, 93-97, 
.351-64, 434-38; and industrial tech- 
nology, 189-91, 233-34, 318-40 ; 369-78; 
growth and importance, 298-99, 305-20, 
438-41; definition, 312n; Indices of 
value, volume, price, 313t, 366t; and 
national income, 315-16; growth by 
classes, 362-66; global patterns, 394- 
404; and poverty in Asia, 441-43; 
government policies, 629-44. See alto 
exports; imports 
Trade Protection Law, 682 
trade unions, 30, 234, 265n, 667, 668, 669 
trade, wholesale and retail, 4, 17-18, 101, 
106, 141, 209n, 210, 408; employment, 
128-32 passim, 472t; role of foreign 
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merchants, 820-30, 337-88, 857; net 
product, 447t, 453 

transportation: in Tokugawa era, 105; 
and growth of markets, 105-09; and 
technological advance, 106, 250, 827- 
28, 479-81, 495; employment, 128, 472t, 
479, 484; number of companies, 209n; 
expenditure and net product, 41 9t, 
438n, 447t. See aho labor, mobility of ; 
railways; shipping 

unemployment, 11 In, 156n, 325, 472, 478 

United States, comparisons with: indus- 
trial technology and organization, 80t, 
176-79, 180, 182, 183-85, 198, 220, 223, 
276t, 277, 827, 561, 665; coal industry, 
91, 92, 176; consumption, 148t, 283, 412, 
418, 429, 4d3n; labor and wages, 156n, 
161, 406, 560; nnpulation and resources, 
I76n, 352; capital formation. 243, 244n; 
foreign trade, 316, 335 

urbanization, 158, 164-65, 187n, 246, 482- 
87, 579 

vehicles, sett automotive vehicles; ma- 
chinery and equipment 

uages, 26. 41, 70. 161, 263, 274t, 275, 485, 
486, 520, 556. 559; index of secular 
rise, 143-45; ratio to net product, 116, 
276-77, 494; relative to farm incomes, 
475, 493; difTerential among skills, 493- 
94, 497n 

war, 18. 19, 20, 6f, 78n, 114, 158, 167-68, 
191, 511, 517-18; and foreign bcirrow- 
ing, 34-37, 250-58 passim; loans, 42, 
259; boom in thirties, 70-72, 75-77, 459. 
461, 466-69, 571; costs. 142-43, 290-92; 
and zetihnfsu, 221, 235, 563-61; and 
economic development, 332-33, 403-04, 
503-05, 675-78; and Empire, 533-39, 
549. Sre also armed forces; industry, 
strategic; military expenditures 
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wealth, national: unreliability of esti- 
mates, 288, 268-64, 266-68; govern- 
ment share, 288-39, 508-09; consumers' 
capital, 289-40; land improvements, 
240-42 ; produced by construction 
trades, 243-44, 247, 266, 267; business 
inventories, 244-45. See aleo capital 
wheat: acreage yields, 93-94, 887; foreign 
trade, 356, 386, 389, 398; tariff, 541 
w'omen In industry, 80, 156-57, 184n, 465t, 
465, 4H9n, 490, 493, 666, 658; protection, 
of, 486, 567, 669 

wood products ; fuel wood, 93t, 868 ; index 
of production, 115t; mechanization of 
sawmills, 198; supply position, 843, 
361-62, 383t, 388t; net value, 456t. See 
also forestry 

woolen industry: production, 82, 458; 
exports of manufactures, 342t, 866; 
wool imports and consumption, 888t, 
388t, 393-94, 542 

workshop industry, see industry, small- 
scale 

Yamada, Yuzo, national product esti- 
mates, 134, 135t 
Yamagn*-., Aritomo, lln 
Yasuda interests, 215, 216, 217, 220, 566 
Yawata (Imperial) Iron V\orks, 24, 47, 
109, 115, 224, BOB 

Yen Bloc, 380, 402, 632-33, 637. See also 
colonies; Empire 
Yokohama, 106, 373, 483, 484 
Yokohama Specie Bank, 221, 249-50, 516, 
516 

» zaibatsu, 59-62; industrial role, 214-32 
passim, 578; economic consequences, 
232-36; wealth, 278-80, 284-85; and the 
State, 507, 662-66, 685-86, 590 
zinc, 384. 388t 











